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INTRODUCTION 


The  HCFA  Medicaid/Medicare  Management  Institute  (M/MMI)  provides  a  forum  for  exchange  of 
ideas  and  expertise  among  States  through  conferences  and  publications,  and  maintains  a  clearing- 
house of  Medicaid  management  publications.  M/MMI  staff  also  conduct  Medicaid  and  Medicare 
program  training  for  HCFA  employees,  and  coordinate  HCFA's  interface  with  the  Medicare  inter- 
mediary and  carrier  groups,  including  conferences  for  Medicare  contractors. 

As  this  publication's  title  reflects,  we  include  articles  on  both  Medicaid  and  Medicare  opera- 
tions; our  purpose  in  this  is  to  assure  that  a  broader  range  of  ideas  and  experiences  are  shared 
across  HCFA's  two  major  programs,  Medicaid  and  Medicare. 

This  publication  serves  as  a  vehicle  for  disseminating  various  State  solutions  to  problems,  inno- 
vative ideas  and  articles  of  general  and  special  interest  to  State  Medicaid  managers  and  staff  as 
well  as  those  working  in  the  Medicare  program.  We  welcome  articles  on  any  subject  related  to 
either  program.  We  are  particularly  interested  in  receiving  articles  from  State  agency  representa- 
tives and  Medicare  contractors.  Responses  to  previously  published  material  are  also  welcome. 

We  see  this  publication  as  a  joint  effort.  If  it  is  to  be  successful,  we  must  have  contributions  from 
the  States  and  Medicare  contractors,  as  well  as  their  views  on  how  well  we  are  meeting  their  needs. 

Please  forward  all  communications,  contributions,  requests  for  information,  and  materials  to: 

Director 

Medicaid/Medicare  Management  Institute 
Health  Care  Financing  Administration 
389  East  High  Rise 
6325  Security  Blvd. 
Baltimore,  MD  21207 
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COST  CONTAINMENT  IN  NEW  JERSEY'S  DRUG  PROGRAM 


by  SANFORD  LUGER,  R.Ph. 


Introduction 

New  Jersey,  along  with  many  other  States, 
has  been  exploring  measures  to  contain  costs 
in  its  Medicaid  program.  Today's  challenge 
is  to  effectively  and  efficiently  manage  this 
program  while  proficiently  serving  Medicaid 
recipients.  We  try  to  avoid  the  less  imagina- 
tive reaction  of  cutting  benefits;  instead,  we 
look  within,  to  our  program  operations,  for 
areas  amenable  to  cost  containment  efforts. 
This  article  briefly  describes  reimbursement 
techniques  currently  being  used  by  the  Bu- 
reau of  Pharmacy  Services  in  the  Division  of 
Medical  Assistance  and  Health  Services  of 
New  Jersey's  Department  of  Human  Services 
(New  Jersey's  Medicaid  program)  to  pay  for 
pharmaceutical  and  drug  services,  to  effec- 
tuate savings,  and  to  maintain  quality. 

New  Jersey  is  an  industrialized  mostly  ur- 
ban State  with  a  population  of  about  eight 
million.  Its  Medicaid  program,  which  began 
in  January  1970,  is  a  generous  one  and 
covers  over  600,000  recipients. 

Background 

New  Jersey  provides  a  comprehensive  ar- 
ray of  pharmaceutical  and  drug  services 
under  its  Medicaid  program.  Covered  phar- 
maceutical services  in  our  program  include: 
prescribed  drugs,  legend  and  non-legend 
drugs  (legend  drugs  are  those  which,  by 
Federal  law,  bear  the  legend:  "Caution: 
Federal  law  prohibits  dispensing  without 
prescription.");  contraceptive  devices  and 
supplies;  diabetic  testing  material;  hypoder- 
mic syringes  and/or  needles;  and,  legend 
devices. 

As  part  of  our  overall  Medicaid  cost  con- 
tainment campaign,  we  decided  to  try  four 


new  reimbursement  techniques  in  our  Medic- 
aid pharmaceutical  program.  These  are:  re- 
gressive discounts;  drug  capitation  in  long 
term  care  facilities;  dispensing  fees  for 
legend  drugs,  with  increments  for  additional 
services;  and,  a  tape-to-tape  incentive  pro- 
gram. This  article  discusses  these  four  ap- 
proaches, all  of  which  are  operating  at  this 
time,  and  New  Jersey's  successful  experi- 
ences with  them. 

Our  Medicaid  program  has  used  an  auto- 
mated claims  processing  system  since  its  in- 
ception in  1970.  The  core  of  the  New  Jersey 
system  is  the  National  Drug  Code  Price  File, 
the  provider  file,  and  the  eligibility  file.  The 
structure  of  these  files  allows  a  great  deal  of 
flexibility  with  the  data  so  that  a  number  of 
variables  can  be  included  in  pricing  claims 
according  to  predetermined  parameters. 

Early  New  Jersey  Drug 
Reimbursement  Programs 

Initially,  New  Jersey's  Medicaid  reim- 
bursement for  drugs  was  based  on  invoice 
cost  to  the  provider.  This  was  discarded  in 
1975  because  the  funding  to  undertake  the 
necessary  auditing  effort  became  inadequate. 
Subsequently,  reimbursement  for  drugs  was 
based  either  on  the  lesser  of  Average  Whole- 
sale Price  (AWP)  of  a  particular  product 
based  on  the  State's  interpretation  of  the 
most  frequently  purchased  size  plus  a  dis- 
pensing fee,  or  on  the  provider's  usual  and 
customary  charge  to  the  general  public.  As 
New  Jersey's  Medicaid  program  grew,  it  be- 
came apparent  that  our  reimbursement  sys- 
tem had  to  be  adjusted  in  order  to  cut  costs 
and  be  fair  to  the  provider. 
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Our  initial  response  to  the  problem  was  to 
start  paying  direct  prices  for  certain  fre- 
quently purchased  drug  products  based  on 
purchases  of  large  package  size  (e.g.,  500s 
and  1000s).  We  felt  that  savings  on  the 
selected  products  would  be  substantial  (15 
to  20  percent),  and  would  save  between  one 
and  two  percent  of  the  State's  total  drug 
costs.  This  change  in  reimbursement  was 
proposed  to  the  New  Jersey  Pharmaceutical 
Association  (NJPhA)  in  1975.  Their  immediate 
reaction  was  negative.  The  Association  was 
concerned  that  the  scheme  affected  reim- 
bursement to  all  providers  without  regard  to 
an  individual  provider's  ability  to  purchase 
large  sizes  of  the  target  products.  This  reim- 
bursement scheme  penalized  pharmacies 
(especially  small  ones)  which  did  not  pur- 
chase drug  products  in  large  package  sizes. 
The  Medicaid  staff  considered  this  argument 
valid,  and  went  back  to  the  drawing  board. 

Regressive  Discounts 

In  a  parallel  effort,  in  1974  we  developed  a 
scheme  of  regressive  discounts  under  which 
the  State  shares  various  discounts  earned  by 
pharmacists  when  they  purchase  drugs.  The 
State  recognized  that,  while  all  providers 
could  not  purchase  drugs  at  the  same  dis- 
counts, almost  all  earn  some  discounts  on 
purchases  (exclusive  of  two  percent  dis- 
counts for  cash  payments). 

At  the  time,  we  believed  that  when  most 
drug  providers  purchased  from  wholesalers 
they  earned  between  four  and  eight  percent 
discounts  off  AWPs,  and  that  large  package 
sizes  and  direct  purchases  garnered  an  addi- 
tional four  to  fifteen  percent  discount.  The 
State  chose  to  allow  drug  providers  to  retain 
the  large  package  size  and  direct  purchase 
discounts  as  a  trade  off  against  the  fact  that 
Medicaid's  dispensing  fees  were  not  likely  to 
be  increased  for  about  two  years.  Regressive 
discounts  were  set  at  AWP  of  the  standard 
package  size  for  drug  providers  billing  Med- 
icaid between  $1  and  $24,999  per  year;  two 
percent  off  AWP  for  providers  billing  between 
$25,000  and  $49,999  per  year;  and,  four  per- 
cent off  AWP  for  providers  billing  over 
$50,000  per  year.  This  was  acceptable  to  the 
NJPhA  because  it  removed  the  negative  im- 
pact on  small  providers  and  had  the  same 


result  as  applying  large  package  size  prices 
to  all  claims. 

In  late  1975,  HEW  (now  HHS)  instituted 
Maximum  Allowable  Cost  (MAC),  a  drug  reim- 
bursement program  established  by  an  HEW 
regulation  which  defines  the  upper  reim- 
bursement limits  for  about  25  specific  drug 
products.  New  Jersey  had  to  choose  be- 
tween applying  the  Estimated  Acquisition 
Cost  (EAC),  a  drug  reimbursement  program 
established  under  the  same  regulation  as  the 
MAC  program  which  defines  the  upper  reim- 
bursement limits  for  all  drugs,  or  devising  a 
way  to  achieve  the  same  results  without  the 
problems  inherent  in  the  EAC  system.  At 
times,  the  information  received  by  the  New 
Jersey  Medicaid  program  under  the  EAC  sys- 
tem was  not  timely,  sometimes  six  to  nine 
months  late,  and,  early  on,  we  believed  the 
information  was  faulty.  The  first  data  avail- 
able indicated  that  EAC  prices  were  unrealis- 
tic and  unobtainable  by  a  significant  number 
of  New  Jersey's  pharmacies.  The  EAC  pro- 
gram had  the  same  inherent  weakness  as 
New  Jersey  large  package  size  approach:  it 
assumed  that  all  providers  had  identical 
capability  to  purchase  the  same  products  at 
the  same  price. 

These  problems  led  us  to  redefine  our 
regressive  discount  structure  to  accom- 
modate the  concept  of  EAC  and  yet  recognize 
the  buying  patterns  of  all  drug  providers.  The 
"prudent  buyer  concept"  notwithstanding, 
New  Jersey  opted  not  to  try  to  force  all  phar- 
macies into  the  same  mold.  We  believed  that, 
within  certain  limits,  all  pharmacy  providers 
should  have  the  option  of  participating  in  the 
program.  This  option  assures  that  all  New 
Jersey  Medicaid  clients  can  obtain  services 
within  their  own  locality,  and  that  the  New 
Jersey  Medicaid  program  will  have  a  consis- 
tently high  pharmacy  participation  rate  in  its 
program. 

Upon  analyzing  New  Jersey's  drug  dis- 
count structure,  HHS  Region  II  staff  con- 
cluded that  a  provider's  level  of  billing  to  the 
Medicaid  program  is  not  a  true  indicator  of  a 
provider's  purchasing  power  on  which  to 
base  discounts.  This  led  New  Jersey  to  its 
current  regressive  discount  system  which 
uses  the  total  number  of  prescriptions  filled 
from  all  segments  of  society— private,  Med- 
icaid, and  other  third  parties— as  the  param- 
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eter  for  establishing  pharmacy  discounts. 
The  discounts  are  structured  into  six  cate- 
gories shown  in  Table  1. 

Our  regressive  structure  results  in  an  over- 
all average  discount  of  four  percent  off  the 
AWP  cost  of  all  drugs.  This  represents  an  an- 
nual savings  of  approximately  $1  million  to 
the  New  Jersey  Medicaid  program,  as  shown 
in  Table  2. 

We  recognize  that  this  set  of  indicators 
based  on  prescription  volume  is  imperfect.  A 
system  incorporating  a  provider's  total 
volume  of  all  drug  trade  purchases  more 
closely  approximates  capacity  to  earn  dis- 
counts based  on  total  buying  volume  rather 
than  only  drug  purchases.  We  are  consider- 
ing this  approach  for  the  future.  In  our  opin- 
ion, the  regressive  discount  approach  offers 
equity  to  providers  and  States  alike,  and  of- 
fers an  incentive  to  the  provider  to  operate 
within  the  realities  of  the  marketplace  and  to 
become  a  prudent  buyer. 


Drug  Capitation  in  Long  Term  Care 
Facilities 

Although  regressive  discounts  apply 
across  the  entire  New  Jersey  Medicaid  drug 
reimbursement  system,  they  represent  only 
one  aspect  of  our  cost  containment  mea- 
sures. We  consider  quality  of  patient  care  an 
important  part  of  our  cost  containment  mea- 
sures while  we  strive  for  equity  in  our  drug 
reimbursement  program. 

New  Jersey  analyzed  the  cost/benefit  ratios 
of  its  cost  containment  measures,  considered 
the  impact  of  such  measures  on  quality  of 
care,  and  the  ripple  effects  of  such  measures 
on  auxiliary  services.  This  analysis  led  us  to 
the  conclusion  that  the  way  we  reimbursed 
pharmaceutical  services  in  long  term  care 
facilities  warranted  re-examination. 

We  noted  that  fee-for-service  (pharmacist 
is  reimbursed  by  a  fiscal  agent  for  the  cost  of 
the  prescription  drugs  plus  a  standard,  fixed 


TABLE  1:  Pharmacy  Discounts  Based  on  Volume 


CATEGORY  I  —  0 

CATEGORY  II  —  15,000 

CATEGORY  III  —  20,000 

CATEGORY  IV  —  30,000 

CATEGORY  V  —  40,000 

CATEGORY  VI  —  50,000 


—  14,999  prescriptions  per  year;  AWP  (no  discount) 

—  19,999  prescriptions  per  year;  AWP  less  2%  discount 

—  29,999  prescriptions  per  year;  AWP  less  3%  discount 

—  39,999  prescriptions  per  year;  AWP  less  4%  discount 

—  49,999  prescriptions  per  year;  AWP  less  5%  discount 
prescriptions  and  over  per  year;  AWP  less  6%  discount 


TABLE  2:  Savings  on  Legend  Drug  Cost  Regressive  Discount  System:  Calendar  Year  1979 


1. 

Total  Legend  Drug  Expenditure  (includes  dispensing  fee)  (Items  2  +  3) 

$34,852,911 

2. 

Total  Cost  of  Drugs  Only 

$24,112,351 

3. 

Total  Cost  of  Professional  Fees 

$10,740,560 

4. 

Total  No.  Legend  Claims  (includes  714,675  long  term  care  claims  which 
do  not  include  a  professional  fee.) 

5,470,360 

5. 

Total  No.  Legend  Claims  with  Professional  Fee 

4,755,595 

6. 

Average  Contractual  Professional  Fee 

$2.41 

7. 

Average  Actual  Professional  Fee  (Items  3^-5) 

$2.26* 

8. 

Average  Regressive  Discount 

4% 

9. 

Estimated  Drug  Cost  at  AWP 

$25,117,032 

10. 

Estimated  Savings  with  Regression  (Items  9-2) 

$  1,004,681 

'Determined  by  $10,740,560  -r  4,755,595.  This  lower  fee  is  effected  by  usual  and  customary  charges  which  are  less  than  the 
Maximum  Allowable  Cost  of  the  AWP  cost,  less  a  discount,  if  any,  plus  a  professional  fee. 
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professional  fee)  in  a  fixed,  stable  population 
is  a  disincentive  to  proper  utilization  review. 
We  were  also  aware  that  the  fee-for-service 
concept  has  been  recognized  by  many  State 
and  Federal  administrators  as  being  expen- 
sive and  difficult  to  administer.  We  believe 
the  fee-for-service  structure  encourages 
waste  of  time,  resources,  and  money.  It  may 
also  encourage  overutilization  of  services 
and  drugs  by  not  rewarding  effective  utiliza- 
tion review  by  pharmacists.  Some  critics 
also  feel  that  fee-for-service  is  demeaning 
because  it  casts  the  provider/pharmacist 
solely  as  a  merchandiser. 

Our  concerns  about  the  inadequacy  of  fee- 
for-service  led  us  to  seek  alternatives  to  our 
Medicaid  long  term  care  drug  reimbursement 
methods.  One  alternative  we  identified  was 
capitation  (a  uniform  per  capita  payment) 
reimbursement.  Under  New  Jersey's  drug 
capitation  reimbursement  system,  Medicaid 
prepays  a  pharmacist  a  uniform  per  capita 
fee  (based  on  the  pharmacist's  average  utili- 
zation of  prescription  services  for  a  specified 
period— usually  one  month)  per  eligible  Med- 
icaid recipient,  whether  or  not  prescription 
services  are  actually  ordered  by  each  eligible 
recipient  during  the  specified  period.  In 
return,  the  pharmacist  provides  all  of  these 
recipients'  prescribed  drugs  during  a  speci- 
fied period. 

To  a  large  degree,  the  concept  of  capitation 
has  been  borrowed  from  health  maintenance 
organizations  (HMOs).  The  HMO  reimburse- 
ment system  applies  capitation  to  total 
patient  care  management.  We  apply  the 
capitation  concept  to  a  single  health  care 
service— pharmaceutical  services.  This  fee 
is  a  fixed  daily  amount  which  does  not  vary 
until  the  new  rate  is  established. 

Our  search  led  us  to  two  basic  capitation 
methods  in  drug  reimbursement.  The  first, 
which  we  did  not  adopt,  is  a  total  system 
covering  both  the  ingredient  cost  and  the 
dispensing  fee.  This  total  system,  currently 
being  tested  under  the  Iowa  State  Medicaid 
drug  program,*  results  in  an  inverse  relation- 
ship between  a  pharmacist's  income  and  the 
ingredient  cost.  Under  the  Iowa  experiment, 
the  State  pays  participating  pharmacies  a 


*See  June  and  November  1980  Perspectives  for  a  detailed 
discussion  of  this  project. 


fixed  amount  at  the  beginning  of  each  month 
for  each  Medicaid  patient  who  agrees  to 
patronize  the  particular  pharmacy  that 
month.  The  fewer  the  prescriptions  and  the 
lower  the  product  cost,  the  greater  the  phar- 
macist's profit  margin.  Under  the  Iowa  expe- 
rimental capitation  system,  there  has  been 
over  a  five  percent  reduction  in  government 
drug  prescription  costs  compared  to  the  fee- 
for-service  system,  with  no  apparent  loss  of 
income  for  participating  druggists.  Under 
capitation,  there  appears  to  be  more  incen- 
tive for  utilization  control  through  profes- 
sional interaction  between  pharmacists  and 
doctors. 

This  total  drug  capitation  system  does, 
however,  have  some  shortcomings.  First,  a 
pharmacist  must  assume  full  financial  risk 
for  serving  a  confined  population.  In  an  on- 
going capitation  system,  the  State  will  not  in- 
demnify the  pharmacist  as  it  did  in  the  Iowa 
experiment.  This  would  remove  any  incentive 
to  prudent  buying  and  utilization  review. 
Additionally,  when  ingredient  costs  are  in- 
cluded, the  system's  built-in  incentives  tend 
to  emphasize  economy  while  sacrificing 
quality.  These  incentives  encourage  a  phar- 
macist to  dispense  a  less  costly,  less  effec- 
tive drug  product  that  may  be  of  lower  qual- 
ity. It  could  even  result  in  no  drug  product 
being  dispensed  which  may  cause  an  illness 
to  progress  to  a  more  serious  or  even  life 
threatening  state.  Such  actions,  obviously, 
have  the  potential  of  impairing  the  quality  of 
patient  care.  The  use  of  a  State  approved 
interchange  list  (a  State  approved  list  of 
drugs  which  can  be  substituted  for  other 
chemically  equivalent  drugs— the  New  Jersey 
Drug  Utilization  Review  Council  Formulary) 
circumvents  the  former  problem  (less  effec- 
tive or  lower  quality  drugs),  while  it  is  hoped 
professional  integrity  and  close  scrutiny 
limit  the  latter  (quality  of  patient  care— no 
drug  product  being  dispensed). 

The  second  drug  capitation  reimburse- 
ment system— one  now  being  used  in  New 
Jersey  nursing  homes— is  the  payment  of  a 
fixed  daily  or  monthly  dispensing  fee  per  pa- 
tient, plus  reimbursement  for  ingredient 
cost.  This  method  reduces  the  pharmacist's 
financial  risk,  but  still  provides  incentive  for 
utilization  review.  Both  systems  require  ef- 
fective monitoring  of  drug  therapy  regimens 
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by  competent  pharmacist  consultants  for  the 
approach  to  work  to  the  advantage  of  the  pa- 
tient, the  provider,  and  the  State. 

Under  both  capitation  systems,  each  facil- 
ity contracts  with  a  pharmacist  consultant 
who  reviews  patient  drug  regimens  and 
reports  problems.  The  activities  of  the  con- 
sultant pharmacist  are,  in  turn,  reviewed  by 
Medicaid  staff  pharmacists.  The  New  Jersey 
drug  utilization  review  program  reviews  con- 
sultants' activities  to  assure  that  appropriate 
action  is  taken  to  correct  misutilization.  Ac- 
tion is  initially  linked  to  education  of  the  con- 
sultant and  redirection  of  review  efforts. 
Failure  of  a  consultant  to  perform  adequately 
results  in  the  State  recommending  that  the 
facility  terminate  its  contract  with  the  phar- 
macist consultant. 

Drug  utilization  review  is  a  type  of  peer 
review.  It  monitors  drug  usage  data,  seeks  to 
ascertain  patterns  of  use  and  misuse,  and 
tries  to  persuade  prescribers,  pharmacists, 
and  patients  to  seek  effective  and  economi- 
cal ways  of  using  drugs.  In  practical  terms, 
misutilization  of  drugs  costs  money.  A  drug 
capitation  system  provides  the  financial  in- 
centive to  pharmacists  to  initiate  or  take  a 
more  active  role  in  drug  utilization  review. 
Any  good  utilization  review  program  con- 
siders: What  medications  were  used?  In 
what  quantity?  Was  it  adequate,  or  more  or 
less  than  necessary?  How  often  was  it  used? 
How  does  it  relate  to  the  other  medication 
being  taken?  Does  it  duplicate  another  drug 
in  the  same  therapeutic  class?  What  about 
drug  reactions?  Was  it  appropriate  for  the 
diagnosis?  Was  it  cost  effective? 

In  the  past,  too  little  attention  was  given  to 
the  dangers  of  drug  abuse  by  the  elderly  and 
institutionalized  populations,  the  heaviest 
users  of  licit  drugs.  We  define  drug  abuse  as 
over  or  under-utilizing  of  a  drug(s)  by  a  pa- 
tient, and/or  the  inappropriate  prescribing  of 
drugs  by  a  physician. 

The  unearthing  of  a  report  on  a  three  year 
(1974-1976)  New  Jersey  study  which  used  a 
drug  capitation  reimbursement  system  in  a 
large  intermediate  care  facility  for  the  men- 
tally retarded  further  strengthened  New 
Jersey's  preference  for  the  second  long  term 
care  facility  drug  capitation  reimbursement 
system.  Lack  of  adequate  data  on  patient 
care  costs  prior  to  initiation  of  the  study 


made  the  study  inconclusive.  However, 
another  aspect  of  the  data  collected  during 
the  study  was  helpful.  When  adjusted  for  in- 
flation, drug  costs  from  the  beginning  of  the 
study  to  its  end  were  almost  the  same.  In  ad- 
dition, capitation  appeared  to  have  obtained 
wide  acceptance  among  the  various  health 
care  professionals.  Further,  more  time  was 
spent  on  patient  care;  and,  medication,  bill- 
ing, and  payment  errors  were  reduced,  as 
were  drug  pilferage  and  waste.  Viewing  the 
study  data  from  that  perspective  made  us 
believe  another  attempt  seemed  warranted. 

In  1977,  we  began  a  capitation  system  (still 
operating)  for  pharmaceutical  services  (prod- 
uct costs  are  reimbursed  separately)  in  the 
Medicaid  Long  Term  Care  Pharmacy  Program. 
Since  implementation,  there  has  been  a  de- 
monstrable drop  in  the  average  number  of 
prescriptions  per  long  term  care  patient.  The 
bottom  line,  of  course,  is  whether  or  not  cost 
savings  are  realized  and  quality  of  patient 
care  remains  constant.  While  the  latter  is  dif- 
ficult to  measure  objectively,  we  firmly 
believe  that  patient  care  has  not  diminished 
in  quality,  and,  if  anything,  has  actually  im- 
proved. A  subjective  evaluation  of  comments 
solicited  from  medical  directors,  nursing 
staff,  and  facility  administrators  operating 
under  this  drug  capitation  system  reveals  a 
high  degree  of  acceptance  and  a  general  ac- 
knowledgment of  improved  patient  care. 

We  have  also  achieved  a  reduction  in  phar- 
maceutical costs.  A  comparison  of  1978  and 
1979  costs  under  the  drug  capitation  system 
with  what  our  costs  would  have  been  under  a 
fee-for-service  system  (after  controlling  for 
drug  cost  and  population  size),  indicates  sav- 
ings of  over  $500,000  in  1978  and  $900,000  in 
1979,  with  total  savings  of  almost  $1.5  mil- 
lion over  the  two  year  period.  For  a  program 
with  total  costs  of  $5.4  million  and  $5.9 
million  during  those  years,  these  are  highly 
respectable  results.  (See  Table  3  at  end  of  ar- 
ticle.) 

The  fee-for-service  system  had  many  faults 
which,  particularly  in  long  term  care  settings, 
led  to  unwarranted  costs,  high  error  rates, 
and  waste.  We  believe  the  capitation  system 
encourages  prudence,  eliminates  unneces- 
sary prescriptions,  and  offers  both  fiscal  and 
utilization  controls.  In  addition,  our  capita- 
tion approach  has  encouraged  pharmacists 
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to  delve  into  medication  records  manage- 
ment, nursing  orders,  doctors'  orders,  and 
drug  interaction.  These  factors,  we  believe, 
mean  lower  cost  and  better  care  under  the 
capitation  system. 

Capitation  for  pharmaceutical  services 
works  in  long  term  care  settings.  Success  in 
such  settings  depends  on  the  various  envi- 
ronmental factors  in  which  the  drug  capita- 
tion system  is  used  (e.g.,  the  population,  the 
cooperation  and  communication  between 
the  various  health  professions,  etc.). 

New  Jersey's  capitation  reimbursement 
system  for  pharmaceutical  services  has 
proved  viable  in  long  term  care  settings 
when  the  payments  are  designed  to  cover 
only  pharmacists'  professional  fees.  Reim- 
bursement for  products  have  to  be  made 
separately  and  have  to  cover  acquisition 
costs  for  the  system  to  function  success- 
fully. New  Jersey  will  keep  its  capitation  pro- 
gram confined  to  long  term  care  facilities  for 
the  present.  We  are  analyzing  our  four  year 
capitation  experience  with  an  open  mind  for 
possible  application  in  other  parts  of  our 
program. 

Dispensing  Fees  for  Legend  Drugs 

New  Jersey  has  developed  and  is  using  a 
five  tier  pharmaceutical  professional  fee 
structure  to  assure  Medicaid  recipients'  ac- 
cess to  mainstream  medicine.  This  program 
allows  the  pharmacist  to  select  those  ser- 
vices felt  to  be  economically  feasible  to  pro- 
vide, or  consistent  with  the  pharmacist's 
philosophy.  While  it  is  arguable  whether  our 
fees  are  adequate,  collectively  or  incremen- 
tally, the  New  Jersey  system  has  attracted  a 
provider  network  of  over  99  percent  of  all 
pharmacies  in  the  State. 

Under  this  program,  participating  pharma- 
cists are  entitled  to  a  basic  fee  designed  to 
compensate  them  for  absolute  minimum  ser- 
vices (e.g.,  dispensing  the  prescription  only). 
Additional  increments  are  added  to  the  base 
fee  for  any  or  all  of  the  four  additional  ser- 
vices discussed  below.  Each  increment  is 
assigned  a  monetary  amount  based  on  the 
value  of  the  service  to  the  client  and  the  pro- 
gram. The  values  for  each  incremental  ser- 
vice are  based  on  frequency  of  need,  impor- 
tance to  patients'  welfare,  importance  in  the 


total  health  care  of  the  patient,  and  impact 
on  availability  of  appropriate  services  to  the 
Medicaid  client. 

New  Jersey's  dispensing  fee  for  legend 
drugs  dispensed  by  pharmacy  providers  serv- 
ing Medicaid  patients,  other  than  those  in 
long  term  care  of  facilities,  is  $2.50.  Addi- 
tional increments  are  given  to  pharmacists 
who  also  provide: 

1.  Twenty-four  hour  emergency  services 
(increment— five  cents).  The  provider 
must  have  a  twenty-four  hours  per  day, 
three  hundred  and  sixty-five  days  per 
year  prescription  service  available,  and 
it  must  be  available  to  Medicaid  recip- 
ients. 

2.  Regular  delivery  service  (increment- 
eight  cents).  The  provider  must  have  a 
prescription  delivery  service  available 
to  all  Medicaid  recipients  on  a  regular 
daily  basis. 

3.  Patient  consultation  (increment— eight 
cents).  In  addition  to  routinely  monitor- 
ing patient  profiles  for  drug  interac- 
tions, contraindications,  allergies,  etc., 
where  appropriate,  the  provider  must 
discuss  the  course  of  drug  therapy  with 
the  Medicaid  patient.  This  discussion 
must  include  emphasis  on  compliance 
with  the  prescriber's  orders;  proper 
drug  utilization;  cautions  about  possi- 
ble side  effects;  foods  to  avoid;  proper 
drug  storage  conditions;  and,  any  other 
information  that  will  prove  beneficial  to 
the  patient  while  on  drug  therapy. 

4.  Impact  allowance  (increment— nine 
cents).  The  provider  must  have  a  com- 
bined Medicaid  and  Pharmaceutical 
Assistance  to  the  Aged  program  (PAA) 
prescription  volume  of  at  least  50  per- 
cent of  his/her  total  prescription 
volume.  Effective  April  1,  1981,  we 
began  including  pharmacists'  long  term 
care  prescription  volume  in  our  compu- 
tation of  their  total  prescription  volume 
when  making  our  determinations  con- 
cerning pharmacists'  entitlement  to  the 
impact  allowance. 

Twenty-four  hour  service  has  been  as- 
signed a  relatively  low  value  because,  while 
desirable  and  necessary,  it  is  not  a  frequent 
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occurrence.  Patient  consultation  is  consider- 
ably more  important  because  of  its  impact 
on  drug  utilization  and  its  role  in  quality  of 
care.  The  increment  for  delivery  is  given 
weight  equal  to  that  for  consultation,  largely 
because  of  the  added  cost  factor  to  the  pro- 
vider, but  also  to  encourage  the  service.  The 
impact  allowance  increment  is  given  the 
highest  value  to  encourage  providers  to 
locate  or  remain  in  areas  of  greatest  need 
(e.g.,  inner  cities).  This  has  been  particularly 
successful  in  causing  providers  to  remain  in 
these  areas. 

To  receive  any  or  all  of  these  increments,  a 
provider  must  certify  annually  to  the  Division 
of  Medical  Assistance  and  Health  Services 
of  New  Jersey's  Department  of  Human  Ser- 
vices, on  form  FD-70  (see  Figure  1  at  end  of 
article),  that  one  or  more  of  the  above  ser- 
vices are  being  provided  and/or  that  the  pro- 
vider is  entitled  to  the  impact  allowance. 
Each  claimed  increment  is  subject  to  audit. 
If  the  New  Jersey  Medicaid  program  deter- 
mines that  a  pharmacist  erroneously  re- 
ceived an  increment,  it  must  be  repaid  with 
an  appropriate  penalty. 

The  maximum  total  charge  to  the  New  Jer- 
sey Medicaid  program  for  a  legend  drug,  in- 
cluding the  charge  for  the  cost  of  medication 
and  the  dispensing  fee,  may  not  exceed  the 
lowest  of  three  charges:  "cost"  plus  the  dis- 
pensing fee  for  legend  drugs;  a  pharmacist's 
usual  and  customary  and/or  posted  or  adver- 
tised charges;  or  other  third  party  prescrip- 
tion plan  charges. 

A  pharmacist  choosing  to  increase  or 
decrease  the  number  and  extent  of  services 
he/she  wishes  to  provide  on  an  annual  basis 
must  change  the  information  on  the  FD-70 
form  filed  annually.  The  agreed  upon  ser- 
vices are  monitored  by  New  Jersey  staff 
under  their  post  payment  auditing  process. 
Upon  audit,  each  pharmacy  must  satisfy  the 
Medicaid  program  that  they  are  performing 
as  agreed.  The  impact  increment  is  deter- 
mined by  an  onsite  audit  comparing  the 
provider's  annual  prescription  billings  for 
Medicaid  and  PAA  services  to  the  total  pre- 
scription volume  reported  on  the  FD-70.  If  the 
State  determines  a  provider  has  contracted 
for  a  service(s)  not  performed,  recoupment  of 
the  increment(s)  plus  interest  is  undertaken. 


Recoupment  is  retroactive  to  the  date  the 
agreement  was  signed.  In  addition,  the  pro- 
vider's fee  is  reduced  by  the  amount  of  the 
questioned  increment,  effective  with  the 
date  of  audit.  The  pharmacist  is  given  the  op- 
portunity to  again  contract  for  thedisallowed 
service,  provided  the  service  is  performed.  A 
second  offense  can  result  in  prosecution  for 
fraud. 

New  Jersey's  dispensing  fees  for  its  legend 
drugs'  program  has  reached  a  point  of  dimin- 
ishing returns.  Monetary  values  have  not 
kept  pace  with  marketplace  realities.  While 
the  program  is  conceptually  sound,  we  may 
soon  reach  the  point  that  this  program's  in- 
centives are  not  adequate  enough  to  main- 
tain the  provider  network  at  its  present 
levels. 


Tape-To-Tape  Incentive  Program 

In  its  course  of  seeking  methods  to  control 
costs,  New  Jersey  has  found  that  cost  shar- 
ing is  a  significant  incentive  to  encourage  ef- 
ficient management  by  providers.  One  area 
of  cost  frequently  overlooked,  but  ripe  for 
control,  is  the  administrative  costs  of  claims 
processing.  Cost  containment  or  cost  avoid- 
ance efforts  are  usually  directed  at  control- 
ling benefit  costs.  Most  reimbursement  sys- 
tems are  automatically  viewed  as  efficient 
and  cost  effective  if  they  are  automated  and 
relatively  free  of  operational  or  software 
problems.  Rarely  is  an  attempt  made  to  iden- 
tify administrative  costs  which  can  be  re- 
duced through  incentives. 

In  examining  administrative  costs  for 
claims  processing,  New  Jersey  found  that, 
despite  automation,  the  costs  of  the  paper 
claims  process  were  becoming  increasingly 
expensive.  Between  1974  and  1978  we  ex- 
perimented with  accepting  claims  data  on 
magnetic  tape.  Several  large  pharmacies 
were  persuaded  to  submit  Medicaid  claims 
on  tape  because  of  substantially  reduced 
turnaround  time  for  payment.  Additionally, 
prescription  transcription  errors  were  re- 
duced to  minimal  levels,  also  resulting  in 
faster  payment  and  fewer  rejects.  The  num- 
ber of  pharmacies  using  the  automated 
paper  claims  process  remained  constant  be- 
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cause  only  the  largest  pharmacies  could  af- 
ford the  cost  of  implementing  an  automated 
system  or  contracting  with  a  computer 
service. 

We  decided  to  take  another  look  at  our 
tape-to-tape  program  after  the  State  of  Texas 
instituted  a  highly  successful  program.  In 
June  1978,  we  conducted  a  study  of  process- 
ing costs  for  hard  copy  claims  versus  mag- 
netic tape.  The  study  revealed  a  significant 
difference  in  costs,  as  much  as  12  cents  per 
claim  more  for  hard  copy  than  for  magnetic 
tape.  Obviously,  when  a  system  processes 
12  million  claims  per  year,  a  savings  of  even 
one  or  two  cents  per  claim  is  significant. 

Based  on  this  analysis,  we  decided  to 
develop  an  incentive  to  stimulate  more  pro- 
viders to  utilize  magnetic  tape  for  billing  the 
Medicaid  program.  The  incentive  was  to  be 
financed  by  savings  generated.  We  decided 
to  rebate  the  provider  a  portion  of  our  sav- 
ings to  offset  increased  provider  costs  in 
submitting  magnetic  tape  claims.  This  off- 
set, combined  with  faster  turnaround  time, 
better  cash  flow,  and  fewer  rejects,  proved  to 
be  the  stimulus  needed  to  convince  providers 
to  use  "paperless"  billing.  We  established  a 
scale  of  incentives.  It  is  based  on  the  ratio  of 
the  number  of  tape  claims  to  the  number  of 
total  Medicaid  and  PAA  claims  paid  in  a 
given  month. 

We  decided  that  the  magnetic  tape  pro- 
gram would  not  become  effective  until  at 
least  20  percent  of  claims  were  submitted  on 
tape.  In  December  1978,  New  Jersey's  nonin- 
centive  based  tape  claims  program  repre- 
sented less  than  16  percent  of  total  claims. 
Because  of  publicity  surrounding  the  new  in- 
centive, that  percentage  rose  to  23  percent  (a 
44  percent  increase)  by  January  1979,  the 
month  New  Jersey's  tape-to-tape  incentive 
payment  program  for  pharmacists  began. 
The  seven  percent  rise  in  tape  claims  repre- 
sented a  net  savings  of  10  cents  per  claim 
(after  payment  of  incentive),  or  about  $5,000 
for  that  month. 

Incentive  payments  are  made  when  the 
total  volume  of  paid  magnetic  tape  Medicaid 
and  PAA  claims  submitted  by  all  pharmacy 
providers  is  at  least  20  percent  of  the  total 
volume  of  all  paid  Medicaid  and  PAA  claims. 

The  incentive  reimbursement  payments 
schedule  is  as  follows: 


Paid  Magnetic  Tape 
Medicaid  and  PAA  Claims 

comprise  %  Amount  of 

of  all  paid  Incentive 

Medicaid  and  PAA  Claims   Payment  

20  -  29%  2  cents/tape  claim 

30  -  39%  3  cents/tape  claim 

40  -  55%  4  cents/tape  claim 

over  55%  5  cents/tape  claim 

The  incentive  payment  is  based  on  the  per- 
centage of  magnetic  tape  claims  paid  in  the 
previous  month.  If  the  volume  of  the  previous 
month's  paid  magnetic  tape  claims  is  less 
than  20  percent  of  the  total  paid  Medicaid 
and  PAA  claims,  no  incentive  payments  are 
made  in  the  current  month.  A  pharmacy  pro- 
vider's incentive  payments  begin  with  the 
month  after  the  month  in  which  the  volume 
of  paid  magnetic  tape  Medicaid  and  PAA 
claims  reaches  20  percent  of  the  total  paid 
Medicaid  and  PAA  claims  volume.  A  qualified 
tape-to-tape  pharmacy  provider  receives  a 
single  separate  incentive  payment  check  for 
all  tape  Medicaid  and  PAA  claims  paid  dur- 
ing the  preceding  month. 

We  review  and  average  claims  volume 
figures  quarterly.  Claims  volume  totals  for 
the  previous  quarter  determine  the  incentive 
amount  for  the  next  quarter.  The  incentive 
payment  for  tape  claims  is  an  additional  fee 
increment  over  and  above  the  dispensing  fee 
allowed  by  the  New  Jersey  Medicaid  pro- 
gram. 

In  order  to  submit  magnetic  tape  claims 
for  the  Medicaid  or  PAA  programs,  a  phar- 
macy provider  must  complete  form  FD-103 
(see  Figure  2  at  end  of  article)  and  receive 
approval  by  New  Jersey's  Division  of  Medical 
Assistance  and  Health  Services.  As  of  Octo- 
ber 1980,  the  percentage  of  tape  claims  in 
New  Jersey  has  increased  to  38  percent  of 
the  total  paid  Medicaid  and  PAA  claims,  a 
137.5  percent  rise  over  December  1978.  On 
the  average,  this  has  resulted  in  annual  sav- 
ings of  over  $450,000  in  administrative  costs 
to  the  State  Medicaid  program.  Even  as  our 
offset  rises  with  the  percentage  of  claims  on 
tape,  savings  to  the  New  Jersey  Medicaid 
program  will  remain  in  the  area  of  $450,000 
per  year.  As  the  percentage  increases 
beyond  55  percent,  savings  will  increase 
even  more  because  there  is  no  further  offset 
beyond  five  cents  per  claim. 
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The  tape-to-tape  program  has  proved  suc- 
cessful and  cost  effective.  As  pharmacists' 
inhouse  computer  systems  or  outside  ser- 
vice costs  decline,  we  anticipate  that  more 
New  Jersey  pharmacists  will  avail  themselves 
of  tape-to-tape  billing. 


Conclusion 

In  this  article  we  have  described  the  New 
Jersey  Medicaid  program's  drug  cost  con- 
tainment efforts  in  somewhat  general  terms. 
We  believe  our  efforts  have  been  successful, 
without  the  loss  of  needed  services  by  our 


State's  Medicaid  recipients.  The  author  wel- 
comes questions  from  other  States.  He  can 
be  contacted  at  324  State  Street,  P.O.  Box 
2486,  Trenton,  New  Jersey  08625.  He  can  be 
reached  by  phone  at  609-292-3756  (FTS 
477-3756). 


Sanford  Luger,  a  Registered  Pharmacist  in  New  Jersey 
and  New  York,  is  Chief  of  the  Bureau  of  Pharmacy  Ser- 
vices in  the  Division  of  Medical  Assistance  and  Health 
Services,  Department  of  Human  Services  (New  Jersey 
Medicaid  Program).  He  is  a  member  and  past  chairman 
of  the  New  Jersey  Drug  Utilization  Review  Council,  a 
member  of  the  New  Jersey  State  Board  of  Pharmacy, 
and  received  6  B.S.  in  Pharmacy  from  the  Rutgers  Uni- 
versity College  of  Pharmacy. 


TABLE  3:  Pharmacy  Long  Term  Care  Capitation  System: 

Comparison  of  Fee-for-Service  to  Capitation  Payment  System 


Fee  for  Service  Model1 
1976  A            1976  B 

Calendar  Year  19782 

Calendar  Year  19792 

1.  Total  No.  of  Long  Term  Care  Claims 

864,450 

939,012 

735,194 

714,675 

2.  Average  Drug  Cost/Claim3 

$4.47 

$4.83 

$4.47 

$4.83 

3.  Average  Daily  Capitation/Fee/Claim 

$2.41 

$2.41 

$0.34 

$0.35 

4.  Average  Daily  Population 

16,950 

18,412 

16,950 

18,412 

5.  Average  No.  of  Rx/Eligible/Month 

4.25 

4.25 

3.6 

3.2 

6.  Average  Cost/Claim 

$6.88 

$7.24 

$7.34 

$8.23 

7.  Average  Cost/Eligible/Month 

$29.24 

$30.77 

$26.42 

$26.62 

8.  Total  Drug  Cost 

$3,864,092 

$4,535,428 

$3,292,191 

$3,458,628 

9.  Total  Capitation/Fee  Payments 

$2,083,325 

$2,263,019 

$2,103,512 

$2,420,843 

10.  Total  Cost  (Items  8  +  9) 

$5,947,417 

$6,798,447 

$5,395,703 

$5,879,471 

11.  Savings  Model  A  vs  1978 

$5,947,417  - 

$5,395,703  = 

$551,714 

12.  Savings  Model  B  vs  1979 

$6,798,447  - 

$5,879,471  = 

$918,976 

13.  Total  2  Year  Savings  (Items  11  +  12) 

$1,470,690 

NOTES: 


1.  1976  is  the  base  year  prior  to  implementation  of  the  Long  Term  Care  Pharmacy  Capitation  System  in  July  1977.  The 
model  uses  1978  and  1979  dollars  and  populations  as  constants  for  comparison  purposes.  1976  A  and  1976  B  relate  to 
the  comparison  of  1978  dollars  and  1979  dollars  respectively. 

2.  1978  and  1979  figures  are  from  actual  utilization  data. 

3.  Actual  average  drug  cost  per  claim  rose  8  percent,  which  is  consistent  with  inflation  assuming  quantities  dispensed  re- 
mained the  same,  while  the  average  cost  per  eligible  only  rose  by  0.8  percent.  This  is  attributed  to  two  factors:  a)  15  per- 
cent decrease  in  the  number  of  claims  per  eligible  per  month,  and  b)  the  increase  in  the  population. 
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FIGURE  1: 


STATE  OF  NEW  JERSEY 
DEPARTMENT  OF  HUMAN  SERVICES 
DIVISION  OF  MEDICAL  ASSISTANCE  AND  HEALTH  SERVICES 

PHARMACY  PROVIDER  CERTIFICATION  STATEMENT 


Pharmacy  Name    Provider  I.D.  No. . 

Address  

SECTION  I.       ANNUAL  CERTIFICATION  OF  PRESCRIPTION  VOLUME  FOR  THE  YEAR 

Prescriptions  Filled:       New  +Refills  =TOTAL  


SECTION  0.      FEE  INCREMENTS 

(1)  24-Hour  Emergency  Service  Availability  $0.05 


This  pharmacy  provider  certifies  it  has  available  a  24-hour  per  day,  365  days  per  year 
prescription  service. 

If  yes,  the  availability  of  this  service  is  made  known  to  our  customers  by: 

d  Sign  in  window  of  store;  or 

□  Sign  at  prescription  counter;  or 

□  Other 

Telephone  number  available  to  customers  for  this  service  is    . 


□  Yes      □  No 


□  Yes      □  No 


□  Yes      □  No 


(2)  Regular  delivery  service  S0.08 

This  pharmacy  provider  has  an  available  prescription  delivery  service  on  a  regular  daily  basis 
to  all  Medicaid  and  PAA  beneficiaries. 

(3)  Patient  consultation  $0.08 

This  pharmacy  provider  agrees  to  routinely  monitor  all  Medicaid  and  PAA  patient  profiles  for 
drug  interactions,  contraindications  and  adverse  reaction  and  will  attempt  to  discuss,  with  the 
patient,  the  course  of  therapy,  with  emphasis  on  compliance  with  doctor's  orders  and  alerting 
the  patient  to  improper  utilization  of  drugs.  The  pharmacist  shall  exercise  good  professional 
judgment  in  all  encounters. 

If  the  Pharmacy  Provider  discontinues  any  of  the  above  services,  he/she  must  notify  the  New 
Jersey  Medicaid  Program,  Chief,  Provider  Enrollment,  P.O.  Box  2486,  Trenton,  New  Jersey  08625, 
in  writing  within  72  hours  of  such  discontinuance  and  must  immediately  cease  the  practice  of 
adding  the  increments  to  the  dispensing  fee. 

(4)  Impact  Allowance  $0.09 

This  pharmacy  provider  has  a  combined  Medicaid  and  PAA  prescription  volume  equal  to 

or  greater  than  50%  of  his/her  total  prescription  volume.  □  Yes      □  No 

If  the  conditions  warranting  the  impact  allowance  change,  this  pharmacy  provider  must  notify 
the  New  Jersey  Medicaid  Program,  Chief,  Provider  Enrollment,  P.O.  Box  2486,  Trenton,  New 
Jersey  08625,  in  writing  within  30  days  of  such  change  and  will  immediately  cease  the  practice 
of  adding  the  nine  cents  (9(<)  to  the  dispensing  fee. 

FD-70  (Rev.  12/80) 
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I  HAVE  THOROUGHLY  READ  THE  PHARMACY  PROVIDER  CERTIFICATION  STATEMENT  AND  AGREE  TO  THE  TERMS 
AND  CONDITIONS  SET  FORTH  HEREIN.  I  UNDERSTAND  THAT  THE  MAXIMUM  CHARGE  TO  THE  NEW  JERSEY  MEDICAID 
PROGRAM  FOR  A  MEDICAID  OR  PAA  PRESCRIPTION  FOR  A  LEGEND  DRUG,  INCLUDING  THE  CHARGE  OF  THE  COST  OF 
MEDICATION  AND  THE  DISPENSING  FEE,  MAY  NOT  EXCEED  THE  LOWEST  OF  THE  FOLLOWING: 

(A)  cost  plus  dispensing-fee  as  outlined  in  the  New  Jersey  Medicaid  Program  Pharmacy  Manual;  or 

(B)  usual  and  customary  and/or  posted  or  advertised  charge;  or 

(C)  other  third  party  prescription  plan  charges  or  contractual  agreements. 


L.S.  Date: 


Name  and  Title 


(Please  print  -  owner,  president,  other-specify) 


NOTE:  (1)  All  of  the  above  statements  are  subject  to  audit  and  review  by  Division  personnel,  its  contractors,  or  other  state 
and  federal  agencies  duly  authorized. 

(2)  Each  claimed  increment  (Section  II)  is  subject  to  audit.  If  the  New  Jersey  Medicaid  Program  determines,  upon  audit, 
that  the  pharmacy  provider  has  an  error  rate  of  5%  or  more  for  a  claimed  increment,  the  New  Jersey  Medicaid  Pro- 
gram will  recover  the  total  reimbursement  paid  to  the  pharmacy  for  that  increment,  plus  interest  charges,  retroactive 
to  the  date  of  this  agreement. 


PLEASE  RETURN  THIS  FORM  WHEN  COMPLETED  TO: 


Pharmacy  Relations  Department 
Blue  Cross  of  New  Jersey 
33  Washington  Street 
Newark,  New  Jersey  07102 


FD-70  (Rev.  12/80) 
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FIGURE  2: 


DEPARTMENT  OF  HUMAN  SERVICES 
DIVISION  OF  MEDICAL.  ASSISTANCE  8c  HEALTH  SERVICES 


ADMINISTRATIVE  OFFICES 
324    EAST   STATE  STREET 
TRENTON,    NEW   JERSEY  OS625 
TELEPHONE 
AREA   CODE  SOS 


ADDRESS  REPLY  TO: 
POST   OFFICE    BOX  8486 
TRENTON,    NEW    JERSEY  OS62S 


REQUEST  FOR  WAIVER  TO  SUBMIT  COMPUTER  GENERATED 
CLAIMS  AND  WAIVER  OF  PHARMACIST'S  AND  PATIENT'S 

SIGNATURE 


The  undersigned 


 of_ 

(OWNER,  PRESIDENT,  OTHER  SPECIFY) 
 Pharmacy,    located  at 


,   hereby  requests  that  the  Division  of  Medical 


Assistance  and  Health  Services  grant  a  waiver  to  the  aforesaid  Pharmacy  for  the  submittal 
of  computer  generated  claims. 


The  undersigned  states  and  certifies  that  said  pharmacy  is  using  its  own  computer  system 

or  has  entered  into  a  contractual  agreement  with  the  

 ,    a    computer    service    organization,    located  at 

 for  the   purpose  of  having  computer  claims  for 


Medicaid    Prescriptions    submitted    on    behalf  of  

Pharmacy.  The  undersigned  further  states  and  certifies  that 
  or  trading 


(CORPORATION) 


as 


(INDIVIDUAL) 
Pharmacy  and  the  undersigned  are  both  fully 


responsible    for    the   accuracy   and   authenticity   of   claims   for   Medicaid  Prescriptions 

submitted  by  regardless  of  the  mechanism  used  to 

submit  said  to  Blue  Cross  for  payment. 


FD-103  (12-80) 
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The  undersigned  provider  certifies  that  all  information  contained  in  its  computer 
generated  claims  is  true,  accurate  and  complete;  and  agrees  to  keep  such  records  as  are 
necessary  to  disclose  fully  the  extent  of  services  provided,  and  to  furnish  information  for 
such  services  as  the  State  Agency  may  request;  and  that  the  services  covered  by  all 
such  claims  and  the  amounts  charged  therefore  are  in  accordance  with  the  regulations  of 
the  New  Jersey  Medicaid  and  PAA  Programs,  and  that  no  part  of  the  net  amounts  payable 
under  such  claims  has  been  paid;  and  that  payment  of  such  amounts  will  be  accepted  as 
payment  in  full  without  additional  charge  to  the  patients  or  to  others  on  their  behalf. 
The  undersigned  also  certifies  that  the  services  have  been  furnished  in  full  compliance 
with  the  non-discrimination  requirements  of  Title  VI  of  the  Federal  Civil  Rights  Act.  It 
is  understood  that  payment  and  satisfaction  of  all  claims  will  be  from  Federal  and/or  State 
funds  and  that  any  false  claims,  statements  or  documents  or  concealment  of  a  material  fact 
may  be  prosecuted  under  applicable  Federal(  or  State  laws,  or  both. 

The  undersigned  further  certifies  as  follows:  that  no  information,  data,  or  summaries  of 
same  will  be  given  to  any  agency  or  organization  without  written  consent  from  the 
Division  of  Medical  Assistance  and  Health  Services.  If  a  computer  service  organization  is 
utilized  by  the  undersigned,  the  contract  between  said  computer  service  organization  and 
the  Pharmacy  shall  contain  a  clause  guaranteeing  the  confidentiality  of  all  records  and 
data.  All  medicaid  payments  for  the  above  mentioned  computer  generated  claims  are  to  be 
made  directly  to  the  aforesaid  Pharmacy.  The  undersigned  further  certifies  that  no 
"factoring"    i.e.,    percentage   of   claim    payments    diverted    to   the   computer  service 

organization  is  involved  in  the  agreement  with  . 

(Computer  Service  Organization) 
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FIGURE  2:  Continued 


THE  PHARMACY  FURTHER  REQUESTS  WAIVER  OF 

THE  FOLLOWING: 


PHARMACIST'S  SIGNATURE      YES  NO 


PATIENT'S  SIGNATURE  YES   NO 


The  Undersigned  certifies  that  for  each  Medicaid  Prescription  claim  submitted  for  payment 

the  patient's  signature  is  on  file  at  

(NAME  AND  ADDRESS 

(OF  PHARMACY) 

The  undersigned  further  certifies  that  he  has  read,  fully  understands  and  will  comply 
with  the  above. 

SIGNATURE   

(OWNER,  PRESIDENT,  OTHER  (SPECIFY) 

C  o rpo ra te  (NAME,  PLEASE  PRINT)  "~ 

Seal 

(STREET  ADDRESS) 

CITY  STATE  ZIP  CODE 

SIGNATURE  

PHARMACIST  IN  CHARGE 
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IOWA  MEDICAID/TITLE  IV-D  DEMONSTRATION  PROJECT 


by  AL  STORMS  and  STAN  MONROE 


Introduction 

In  the  past  decade,  Medicaid  expenditures 
have  grown  at  twice  the  rate  of  the  number  of 
recipients  in  the  program.  Dramatic  inflation 
in  health  care  costs  is  one  main  reason  Med- 
icaid costs  have  grown  so  rapidly.  Another 
significant  factor  explaining  the  increase  in 
program  expenditures  is  the  failure  of  State 
Medicaid  agencies  to  determine  liable  third 
party  medical  coverage  for  Medicaid  recipi- 
ents. A  third  party  is  any  individual,  entity  or 
program  that  is  or  may  be  liable  to  pay  all  or 
part  of  the  medical  cost  of  injury,  disease,  or 
disability  of  an  applicant  or  recipient.  Tapping 
third  party  resources  can  reduce  some  of  the 
escalating  costs  in  the  Medicaid  program. 

We  will  discuss  one  source  of  commercial 
health  insurance  which  has  not  been  pur- 
sued thoroughly  by  Iowa,  and,  we  suspect, 
by  many  other  State  Medicaid  agencies,  i.e., 
policies  carried  by  absent  parents  that  cover 
dependent  children.  Identifying  these 
policies  is  difficult  for  States  since  the 
caretaker  relative  who  most  often  is  the 
person  who  applies  for  assistance  is  fre- 
quently unable  or  unwilling  to  provide  infor- 
mation on  health  insurance  carried  by  an 
estranged  spouse.  In  addition,  child  support 
agencies  are  reluctant  to  divert  staff 
resources  from  their  primary  mandate  of 
child  support  enforcement.  Consequently, 
absent  parent  third  party  resources  have  re- 
mained largely  untapped. 

Section  11  of  Public  Law  95-142,  effective 
in  January  1978,  authorizes  State  Medicaid 
agencies  to  arrange  with  and  pay  State  Title 
IV-D  agencies  (child  support  enforcement 
agencies)  to  identify  liable  third  party 
resources  available  through  absent  parents. 
Medicaid  agencies,  however,  are  reluctant  to 
pay  the  Title  IV-D  agency  for  services  without 
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knowing  the  cost  effectiveness  of  these 
activities. 

Shortly  after  implementing  regulations 
became  effective  in  May  1980,  information 
from  studies  in  Idaho  and  Massachusetts 
began  circulating  among  other  States  indi- 
cating that  absent  parent  medical  insurance 
may  be  of  great  significance  in  controlling  or 
reducing  Medicaid  costs.  According  to  the 
Idaho  study,  143  instances  of  absent  parents 
with  dependent  health  insurance  coverage 
were  found  by  calling  only  55  employers.  A 
mass  mailing  to  absent  parents  in  Massa- 
chusetts found  2,600  absent  parents  with 
dependent  health  coverage. 

In  determining  if  absent  parent  resources 
would  be  as  productive  in  the  States  in 
Region  VII,  a  demonstration  project  to  iden- 
tify third  party  resources  available  through 
absent  parents  was  presented  by  the  Kansas 
City  Regional  Office  of  HCFA  to  Iowa  Medi- 
cal Services;  a  joint  project  between  the 
regional  office  and  Iowa  then  began.  We 
decided  to  test  this  absent  parent  resources 
program  on  a  small  scale  before  considering 
it  Statewide.  At  this  point,  we  contacted  the 
Kansas  City  Regional  Office  of  Child  Support 
Enforcement  (OCSE)  and  the  Iowa  State  Title 
IV-D  agency  to  receive  their  approval  and 
support  for  this  project.  Both  the  Federal  and 
State  offices  of  child  support  enforcement 
endorsed  the  demonstration  project,  and  the 
OCSE  regional  office  offered  assistance  in 
reviewing  case  files  at  the  county  Title  IV-D 
office  selected. 

After  discussions  with  the  Iowa  child  sup- 
port office,  we  chose  the  Marshall  County  Ti- 
tle IV-D  office  for  the  project  since  their  case 
records  were  better  documented  and  orga- 
nized than  other  counties,  and  since  Mar- 
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shall  County  has  two  relatively  large  em- 
ployers. 

The  Project:  Key  Features 

In  October  1980,  cases  at  the  Marshall 
County  Title  IV-D  office  were  reviewed  by 
staff  from  both  the  regional  offices  of  HCFA 
and  Child  Support  Enforcement,  and  Iowa 
Medical  Services.  There  was  a  total  of  526 
cases  in  Marshall  County;  330  of  those  had 
court  orders  for  divorce,  separation  or  pater- 
nity. We  limited  our  review  to  the  330  cases 
with  court  orders  since  Title  IV-D  case  files 
contain  only  limited  information  before  a 
court  order  is  established.  Following  are  the 
procedures  we  used  during  the  project. 

We  began  by  reviewing  288  of  the  330  Title 
IV-D  cases  with  court  orders  (42  cases  were 
unavailable  for  our  review),  and  recording  the 
absent  parent's  name,  address,  Title  IV-D 
case  number,  Social  Security  number,  birth 
date,  and  employer's  name  and  address  on 
the  project  worksheet.  (See  Figure  1  at  end  of 
article).  We  also  recorded  the  caretaker  rela- 
tive's name,  names  of  the  dependent  children 
who  were  Medicaid  recipients,  court  ordered 
medical  support  information,  and  health  in- 
surance information.  We  identified  85  (30 
percent)  cases  with  medical  support  speci- 
fied in  the  court  order  and  203  (70  percent) 
without. 

We  decided  to  pursue  only  those  cases  in 
which  a  child  support  payment  had  been 
made  by  the  absent  parent  within  the  past 
seven  months.  Due  to  staff  and  budget 
restrictions,  we  reasoned  that  if  the  Title  IV-D 
agency  had  not  been  able  to  get  the  absent 
parent  to  pay  child  support  (food,  shelter  and 
clothing,  etc.),  it  would  be  just  as  unproduc- 
tive to  attempt  identification  of  health  insur- 
ance. We  eliminated  80  of  the  288  cases  from 
further  review  either  because  the  absent 
parent  had  not  made  a  child  support  pay- 
ment within  the  past  seven  months,  or  be- 
cause the  absent  parent  had  made  a  support 
payment  but  the  file  contained  neither  an  ad- 
dress nor  employment  information.  With  the 
remaining  208  cases,  we  checked  the  depen- 
dents' names  against  the  Medicaid  eligibility 
file,  and  recorded  their  Medicaid  identifica- 
tion number  and  any  third  party  resources 
identified. 


Of  the  208  cases  with  a  child  support  pay- 
ment within  the  7  month  period,  151  con- 
tained employment  information  from  103 
separate  employers.  We  then  called  the  103 
employers  and  asked  them  these  questions: 

—  Is  health  insurance  available  through 
employment? 

—  If  yes,  are  dependents  covered  under 
the  policy? 

—  If  yes,  what  types  of  services  are 
covered  and  what  are  the  deductible 
and  copayment  arrangements? 

—  What  is  the  name  and  address  of  the  in- 
surance company,  the  policy  number, 
and  effective  coverage  date? 

Of  the  151  cases  with  employment  infor- 
mation, we  found  36  cases  with  health  in- 
surance which  had  not  previously  been  iden- 
tified at  AFDC  intake,  and  27  cases  with 
policies  reported  at  intake,  but  without  all 
covered  services  listed.  A  total  of  63  cases 
(42  percent)  was  identified  as  having  new  or 
additional  insurance.  We  eliminated  31  of 
the  88  remaining  cases  with  employment  in- 
formation from  further  followup,  either  be- 
cause their  insurance  had  been  identified 
and  coded  correctly  at  AFDC  intake,  or  be- 
cause the  absent  parent  was  no  longer  em- 
ployed and  an  address  was  unknown.  Of  the 
88  cases  with  employment  information,  one 
or  more  of  the  following  situations  existed: 
we  couldn't  reach  the  employer  by  tele- 
phone; we  did  not  receive  insurance  informa- 
tion from  the  employer;  there  was  no  insur- 
ance through  employment;  insurance  was 
identified  and  coded  correctly  at  AFDC  in- 
take; and/or,  the  absent  parent  no  longer 
worked  at  that  place  of  employment. 

Insurance  questionnaires  (see  Figure  2  at 
end  of  article)  were  mailed  on  114  of  the  208 
cases.  Thirty-five  questionnaires  were  re- 
turned for  a  32  percent  response  rate.  Seven 
of  the  responding  absent  parents  listed 
dependent  health  insurance  coverage  that 
corresponded  to  the  October  1979  through 
December  1980  review  period. 

In  sum,  from  the  208  cases  we  worked 
with,  151  contained  employment  informa- 
tion. We  identified  new  or  additional  insur- 
ance in  63  of  the  151  cases,  and  one  or  more 
of  the  above  mentioned  situations  occurred 
on  the  remaining  88  cases.  Insurance  ques- 
tionnaires were  sent  on  114  cases:  57  without 
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employment  information  and  57  remaining 
from  the  group  on  which  we  had  called  the 
employers  listed  from  the  Title  IV-D  file.  We 
sent  questionnaires  to  the  second  group  be- 
cause our  employment  information  may  not 
have  been  current,  or  they  might  have  had 
private  health  insurance  policies  which 
covered  their  dependents. 

We  identified  a  total  of  70  cases  with  new 
or  additional  health  insurance  from  the  208 
cases.  The  70  cases  represent  63  identified 
by  calling  the  employer  and  7  by  responding 
to  the  questionnaire.  Thirty-four  (49  percent) 
of  the  70  cases  had  medical  support  in  the 
court  orders  and  36  (51  percent)  did  not. 

In  our  last  step,  we  requested  that  the 
Iowa  State  Medicaid  agency  provide  paid 
Medicaid  claims  histories  for  the  70  depen- 
dent children  covered  by  policies  during  the 
review  period  October  1979  through  Decem- 
ber 1980.  We  added  the  amounts  Iowa  Medic- 
aid paid  for  services  also  covered  by  third 
party  policies  during  the  15  month  review 
period  or  from  the  effective  date  of  coverage, 
if  shorter.  If  there  was  a  per  person  deductible 
or  a  percent  of  copayment,  these  amounts 
were  deducted.  On  policies  previously 
reported,  we  included  only  amounts  paid  for 
additional  services  discovered  by  calling  the 
employers. 

We  found  that  $17,322.97  had  been  paid  by 
Medicaid  which  could  have  been  avoided  if 
these  policies  or  all  services  covered  by  the 
policies  had  been  identified.  This  is  an  aver- 
age of  $60.15  per  case  on  the  original  288 
cases  reviewed.  Medicaid  paid  in  error 
$13,388.31  or  $352.32  per  new  policy  iden- 
tified and  $267.76  per  covered  recipient  on  38 
policies  not  previously  identified. 

Estimated  Savings  from  Statewide 
Application 

Table  1  is  our  projection  of  the  gross  sav- 
ings, expenses  and  net  savings  from  a  State- 
wide Medicaid/Title  IV-D  program  to  identify 
absent  parent  health  insurance  resources. 

The  12  month  Statewide  projected  savings 
on  absent  parent  health  insurance  resources, 
based  on  our  experience  in  Marshall  County, 
is  $1,467,298.01.  Since  each  county  has  a  dif- 
ferent rate  of  employment  and  percent  of 
cases  with  court  ordered  medical  support, 


etc.,  the  actual  savings  might  be  less  or 
possibly  more.  Even  though  there  may  be 
some  variance  in  the  net  savings,  we  believe 
the  project  demonstrates  that  a  Statewide 
program  to  identify  absent  parent  medical 
resources  would  result  in  substantial  sav- 
ings of  State  and  Federal  expenditures. 

If  this  project  is  extended  to  Statewide  im- 
plementation in  Iowa,  we  recommend  the 
following: 

•  To  establish  a  current  data  base,  the 
Iowa  Medicaid  agency  should  complete 
a  one  time  mass  mailing  of  an  insurance 
questionnaire  to  absent  parents  with 
court  orders  for  child  support.  It  might 
also  be  worthwhile  to  mail  question- 
naires to  absent  parents  without  court 
orders  even  though  we  did  not  include 
these  absent  parents  in  this  project.  We 
suggest  the  agency  first  complete  a  test 
mailing  in  a  limited  area  to  determine  if 
this  is  productive. 

•  In  Iowa,  the  Title  IV-D  caseworker  deals 
directly  with  the  absent  parent  while 
the  Title  IV-A  social  worker  works  with 
the  AFDC  caretaker  relative.  We  sug- 
gest that  during  the  Title  IV-D  case- 
worker's first  interview,  he  or  she  should 
question  absent  parents  with  court 
ordered  child  support  about  employ- 
ment and  insurance.  Regardless  of  what 
insurance  information  the  absent  parent 
gives,  it  should  be  standard  procedure 
for  caseworkers  to  call  the  employer  to 
confirm  the  service  coverage  and  to  ob- 
tain the  insurance  billing  instructions. 
The  Title  IV-D  caseworker  or  the  Title  IV- 
A  social  worker  may  call  the  employer; 
however,  the  Title  IV-A  social  worker  is 
responsible  for  including  the  informa- 
tion in  the  AFDC  case  file  and  the  de- 
pendent's Medicaid  eligibility  file.  When 
a  change  of  employment  is  noted  for  an 
absent  parent,  the  insurance  information 
should  be  checked  by  either  of  these 
methods,  and  the  appropriate  files  up- 
dated. 

•  The  Title  IV-D  agency  should  include 
medical  support  if  available  through 
employment  in  all  court  orders  that  they 
process.  Statistics  from  this  project  in- 
dicate that  court  orders  requiring  sup- 
port result  in  more  cases  in  which  ab- 
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sent  parents  carry  medical  insurance. 
As  indicated  previously,  only  30  percent 
of  all  cases  reviewed  contained  court 
orders  for  medical  support,  while  49  per- 
cent of  those  with  health  insurance  had 
medical  support  specified  in  the  court 
orders. 

If  Iowa  implements  this  program  State- 
wide, we  feel  strongly  that  to  document  the 
program's  effectiveness  statistics  should  be 
accumulated  on  the  number  of  health  insur- 
ance policies  identified  and  the  amount  of 
Medicaid  payments  avoided.  The  number  of 
cases  identified  may  be  more  important  than 


a  dollar  avoidance  figure  since  many  pro- 
viders will  note  the  medical  insurance  code 
on  the  recipient's  identification  card,  bill  the 
third  party,  receive  payment,  and  Medicaid  is 
never  aware  of  the  transaction.  For  this  rea- 
son, it  is  not  possible  to  document  all  of  the 
money  saved  in  a  third  party  liability  (TPL) 
cost  avoidance  system. 

Finally,  in  order  to  accumulate,  process, 
and  use  insurance  information  in  a  satisfac- 
tory manner,  it  is  essential  that  a  State  allo- 
cate sufficient  resources  for  each  step  of  the 
process.  Results  should  be  well  worth  the  ex- 
penditures. 


TABLE  1:12  Month  Statewide  Projection 


GROSS  SA  VINGS 

A.  Calling  employers  on  new  court  ordered  Title  IV-D  cases— (Multiply  the 
number  of  new  court  ordered  cases  with  dependent  coverage  per  year*  by 

the  amount  of  each  new  insurance  policy  identified.)  $1,398,307.46 

B.  Mass  mailing  to  court  ordered  cases  in  order  to  establish  a  data  base— 
(Multiply  the  number  of  estimated  cases  having  new  or  additional  insurance 

by  the  amount  that  can  be  avoided  per  case  interviewed.)  99,307.65 

TOTAL  $1,497,615.11 
LESS  EXPENSES 

A.  Cost  to  the  Title  IV-D  or  Title  IV-A  agency  for  calling  employers  on  new 
court  ordered  cases— (Add  the  costs  of  calling  employers,  recording  infor- 
mation and  entering  the  information  into  the  Medicaid  eligibility  file.)  $  22,327.20 

B.  Cost  of  mass  mailing  and  recording  information— (Add  the  costs  of  mailing 
the  questionnaires  to  absent  parents,  return  postage,  and  the  estimated 
costs  of  transferring  data  to  Title  IV-A,  and  Title  IV-A  entering  the  informa- 
tion into  the  Medicaid  eligibility  file.)  7,989.90 

TOTAL  $  30,317.10 
NETSA  VINGS 

Gross  Savings—  $1,497,615.11 
Less  Expenses—  -30,317.10 

TOTAL  $1,467,298.01 

*We  divided  the  total  savings  by  the  number  of  cases  per  new  case  identified.  We  then  subtracted  one-fifth  to  make  the 
amount  for  12  months  since  the  original  figure  was  for  a  15  month  period. 
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Conclusion 

Federal  regulations  require  States  to  take 
reasonable  measures  to  identify  third  party 
liability  medical  care  coverage;  treat  third 
party  resources  as  payment  for  health  care 
services;  and,  effect  procedures  for  securing 
reimbursement  from  liable  third  parties. 

The  Iowa-Marshall  County  demonstration 
project  shows  an  effective  means  of  identify- 
ing, tracking,  and  monitoring  Medicaid 
claims  with  third  party  resources,  specifi- 
cally policies  carried  by  absent  parents  that 
cover  dependent  children. 


•  Al  Storms  is  a  Medicaid/Medicare  Operations  Spe- 
cialist in  the  Division  of  Program  Operations  in 
HCFA's  Kansas  City  regional  office.  Before  that,  he 
worked  for  HCFA's  Division  of  Quality  Control  in- 
vestigating fraud,  abuse  and  waste.  Prior  to  joining 
HCFA,  he  worked  for  the  National  Center  for 
Disease  Control  with  assignments  in  various 
States. 

•  Stan  Monroe  is  a  Medical  Field  Analyst  in  the 
Utilization  Review  Section  of  the  Bureau  of  Medical 
Services.  He  established  and  has  headed  the  Third 
Party  Liability  Unit  in  Iowa's  Department  of  Social 
Services  since  1977. 
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FIGURE  1:  Title  IV-D  TPR  Demonstration  Project 
Worksheet 


1.  Absent  parent  name:   IV-D  Case  No.:  

2.  Address:    Phone  Number:   

3.  Dependents  names: 

1  

2.  

3  

4.  

5  

4.  Does  file  contain  information  on:  recent  payment   reliable  employment 

5.  Employers  name:   

Employers  address:   

6.  Court  ordered  medical  payments:   yes   no 

7.  Insurance  information  in  file   yes   no 

a.  If  yes,  code:  Insurance  Company    Services  Covered   

b.  Policy  Number:  


Insurance  Information 

1.  Information  obtained  by:  mailing   contacting  employer 

2.  Is  health  insurance  available  through  employment?   yes   no 

a.  Are  dependents  covered?   yes   no 

b.  Does  policy  require  assignment?   yes   no 

c.  Types  of  services  coverage  code:   

d.  Insurance  Company  code:  

e.  Policy  Number:  

f.  Effective  coverage  or  employment  date:   


3.  Private  insurance: 

a.  Are  dependents  covered?   yes   no 

b.  Does  policy  require  assignment?   yes   no 

c.  List  dependents  names: 

1.   

2.  

3.   

4.   

5.   

d.  Types  of  services  coverage  code:   

e.  Insurance  Company  code:  

f.  Policy  Number:  

g.  Effective  coverage  date:   
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Srpartmrnt  of  ilustirr 


Dear  Sir: 

In  order  to  update  the  Child  Support  and  Department  of  Social  Services 
records  and  at  the  same  time  make  sure  that  your  children  receive  all  the 
health  benefits  due  under  your  medical  insurance  plan,  we  are  requesting 
your  cooperation  in  providing  us  with  the  following  information: 

Name  and  address  of  your  present  employer  


Name  of  group  medical  insurance  offered  by  your  employer(for  example: 
Blue  Cross/Blue  Shield,  Aetna)  

If  medical  insurance  is  not  available  through  employer,  do  you  carry  private 
insurance?  Yes  No  


Complete  the  following  if  you  have  indicated  either  group  or  private  insurance: 

a.  Type  of  enrollment  you  presently  have:  Individual  Family  

b.  If  family,  specify  names  of  individuals  covered  


c.     If  individual,  is  family  enrollment  available?  Yes  No 

Your  medical  insurance  policy  identification  number  

a.     Types  of  medical  services  covered:  (i.e.  Hospital,  Physician, 
Dental,  Drug,  etc.)  

Starting  date  of  policy  

After  completing  the  above  questions,  please  return  this  letter  in  the 
enclosed,  self-addressed,  stamped  envelope. 


SR:SM: jh 
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FLORIDA  BLUE  CROSS/BLUE  SHIELD'S  ELECTRONIC  CLAIMS 
SUBMISSION  PROCESS 

by  JACQUELYN  ADKINS  and  GWENDOLYN  CLINE 


Introduction 

In  October  1974  Blue  Cross  and  Blue 
Shield  of  Florida,  Inc.  (referred  to  as  the 
"Plan")  received  the  first  electronic  submis- 
sion of  claims  data  from  remote  physician 
and  hospital  billing  offices  in  the  State  via 
WATS  (Wide  Area  Telecommunications  Ser- 
vice). This  marked  the  successful  completion 
of  an  automated  polling  (scheduled  data 
transmission)  network,  a  project  begun  in 
August  1973.  The  project  was  initiated  by  the 
Jacksonville  based  Plan  out  of  a  recognized 
need  to  reduce  the  growing  volume  of  claims 
paperwork.  The  automated  claims  polling 
system  promised  to  meet  such  a  need,  and 
to  provide  a  mechanism  for  maintaining 
accurate  records  and  assuring  rapid  claims 
settlement.  The  term  "paperless  processing" 
was  quickly  established  and  became  synony- 
mous with  this  mode  of  claims  submission. 

The  system,  known  as  Electronic  Medium 
Claims  (EMC),  initially  consisted  of  only  Texas 
Instruments  (T.I.)  742  terminals.  However, 
as  the  network  grew,  other  electronic  media, 
such  as  mini  computers  (computer-to-com- 
puter), were  tested  and  added.  Other  billing 
agencies,  using  computer  generated  paper 
billing,  began  altering  their  system  to  record 
claims  information  on  magnetic  tape  for 
mailing  to  the  Plan.  The  three  modes  of  EMC 
submission  accommodate  all  of  the  Plan's 
four  lines  of  business:  Blue  Cross,  Blue 
Shield,  Medicare  Part  A  and  Medicare  Part  B 
(referred  to  here  as  "Part  B"). 

HCFA's  revision  of  signature  requirements 
for  Part  B  claims  processing  in  July  1975 
further  aided  the  automated  system,  and 
allowed  additional  claims  volume  to  be 
added  to  the  system.  Remote  sender  loca- 


tions increased  as  well  as  claims  receipts, 
and  by  the  end  of  1977,  Part  B  EMC  receipts 
totalled  662,970  or  11.1  percent  of  the  total 
Part  B  receipts.  At  the  end  of  December  1979, 
211  remote  senders  submitted  1,519,137  EMC 
receipts,  an  increase  of  129  percent  over 
calendar  year  1977. 

EMC  Procedures 

Florida  BC/BS  has  identified  several 
essential  steps  to  the  successful  operation 
of  an  automated  claims  network.  Some  must 
be  completed  prior  to  the  installation  of 
equipment;  others  can  be  implemented  after 
the  electronic  medium  is  installed. 

Procedures  Before  Installing  New  Senders: 

Contacts  by  inhouse  personnel  with  poten- 
tial participants  are  initiated  to  discuss:  how 
the  system  works  (if  the  potential  sender  has 
never  participated,  or  has  no  concept  of  the 
system);  the  mode  of  transmission  appropri- 
ate to  the  needs  at  remote  sites;  the  need  for 
their  awareness  of  the  responsibility  for  meet- 
ing HCFA  regulations;  and,  necessity  of 
signed  EMC  agreements  (see  Figures  1-4  at 
end  of  article)  for  all  providers  submitting  at  a 
location.  Prior  to  signing  EMC  agreements,  all 
providers  must  meet  carrier  approval  based 
on  utilization  review  and  other  screening 
criteria.  Approximately  six  weeks  of  review 
by  Florida  BC/BS  is  required  before  a  sender 
can  be  approved  or  denied. 

Procedures  After  Approving  Senders 
and  Installing  Equipment:  Senders  must  sub- 
mit Part  B  test  data  of  approximately  50 
claims  through  the  system  for  review.  The 
data  is  coded  to  suspend  (in  the  Medicare 
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Department)  and  the  suspense  documents 
are  thoroughly  screened  for  potential  errors. 
Test  data  must  be  95  percent  error  free 
before  live  claim  transmission  can  begin. 

A  sender  must  provide  the  name  of  the  per- 
son responsible  for  entering  and  submitting 
claims  data.  This  name  represents  a  signa- 
ture, and  accompanies  the  transmittal  letter 
which  precedes  each  claim  billing  from  a 
sender  (see  Figure  5  at  end  of  article).  The 
transmittal  letter  stipulates  that  certain  con- 
ditions will  be  met  at  the  sender  location  to 
satisfy  the  billing  of  assigned/unassigned 
claims  as  regulated  by  HCFA,  and  disclaims 
any  knowledge  on  the  part  of  the  sender  of 
fraudulent  misrepresentations  through  the 
electronic  medium  of  recording  and  trans- 
mitting data. 

A  sender  must  retain  a  patient's  signature 
on  file  for  all  assigned/unassigned  Part  B 
claims  in  accordance  with  the  EMC  agree- 
ment terms.  Of  course,  for  assigned  claims, 
the  sender  further  agrees  to  accept  the  Medi- 
care reasonable  charge  as  the  full  allowable 
charge. 

When  both  remote  sender  and  the  Plan 
have  agreed  to  all  requirements  and  have 
carrier  as  well  as  corporate  approval  to 
transmit  claim  information,  the  sender  is 
given  a  sender  code  and  added  to  the  EMC 
polling  list. 

EMC  System  Overview 

All  EMC  data  submitted  is  common  in  for- 
mat for  each  line  of  business,  regardless  of 
the  mode  of  transmission.  However,  within 
this  common  format,  some  individualization 
can  still  be  permitted  to  the  remote  senders 
using  the  T.I.  742  terminals  through  specified 
programming  accommodations.  These  fea- 
tures include: 

•  Cluster  design  for  common  diagnostic/ 
procedure/provider  codes  which  can  be 
activated  by  one  key  stroke. 

•  Constant  hard  coded  data  to  allow  for 
duplication  of  fields  with  minimal  key 
strokes. 

•  Terminal  prompts  available  as  a  guide 
for  the  operator  during  entry  of  claims. 

These  unique  features  are  not  only  attrac- 
tive to  the  senders  but  also  provide  for  some 
online  editing  which  is  conducive  to  data  in- 
tegrity. 


When  claims  entry  at  the  remote  sites  is 
complete,  the  computer-to-computer  senders 
dial  the  Plan  and  have  the  claims  data  polled. 
Terminal  senders  are  automatically  polled 
daily,  normally  after  office  hours.  Confirma- 
tion of  polled  data  is  returned  to  the  com- 
puter-to-computer and  terminal  senders. 
Control  measures  and  balancing  procedures 
are  also  provided  to  mail  in  tape  senders  to 
ensure  data  integrity  and  confirmation  of 
data.  In  the  event  a  confirmation  does  not 
agree  with  a  sender's  total,  verbal  contact 
can  be  made  to  the  Plan  for  further  clarifica- 
tion and/or  reconciliation,  regardless  of  the 
mode  of  transmission. 

Upon  the  receipt  of  all  claims  data,  includ- 
ing mailed  in  data,  the  Blue  Shield  processing 
system  sorts  and  splits  out  the  lines  of  busi- 
ness: Blue  Cross,  Blue  Shield,  and  Medicare 
Parts  A  and  B.  The  Part  B  data  is  then  passed 
to  the  Medicare  processing  system. 

Medicare  Part  B  Processing— Overview: 

The  computer  system  is  designed  to  edit 
claims  data  for  completeness  of  field  infor- 
mation, such  as  proper  header  records, 
name  field,  procedure  codes,  service  dates 
and  money  amounts  in  compliance  with 
HCFA  regulations.  The  system  reformats  the 
EMC  claims  to  conform  to  HCFA-1490  and 
1554  formats  for  Part  B  processing  and  gen- 
erates internal  control  numbers  to  ensure 
data  integrity  and  retrieval  measures  via 
computer  microfilm.  A  unique  feature  of  the 
system  in  the  processing  of  EMC  claims  re- 
quires that  senders/providers  must  be 
"Signature  On  File"  (SOF)  participants  in 
order  for  the  claims  not  to  suspend  for  lack 
of  signatures.  This  is  controlled  through  the 
signature  requirement  included  in  EMC 
agreements.  When  the  agreements  are 
received  in  the  Medicare  department,  the 
senders/providers  are  updated  for  SOF  on 
the  provider  eligibility  file.  This  feature  en- 
sures that  the  carrier  screens  and  approves 
all  EMC  participants. 

Rejected  data  from  the  system's  edit/audit 
features  suspend  to  an  analyst  who  takes 
corrective  measures  through  the  internal 
system,  or  by  verbal  contact  with  the  remote 
senders  to  prevent  the  situation  from  recur- 
ring. This  stimulates  interest  by  both  parties 
and  results  in  a  greater  effort  by  each  to  gen- 
erate error  free  data. 
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An  important  feature  of  the  Part  B  process- 
ing system,  the  remittance  feedback,  brings 
a  claim  through  the  full  circle  of  processing. 
The  remittance  feedback  procedure  involves 
the  following  steps: 

•  At  the  completion  of  a  weekly  assigned 
claims  payment/explanation  of  medical 
benefits  cycle,  all  EMC  claims  data  are 
sorted  by  sender  code  and  recorded  to 
magnetic  tape. 

•  The  remittance  information  is  extracted 
and  returned  to  the  computer-to-compu- 
ter and  mail  in  senders  who  desire  to 
receive  it. 

Internal  Reviews:  For  each  biweekly  claims 
payment  cycle,  and  for  all  annually  scheduled 
audits,  a  one  percent  claims  sample  is  ex- 
tracted for  EMC  senders  and  reviewed  for 
potential  fraud  and  abuse.  Extensive  atten- 
tion is  devoted  to  this  sampling  in  Part  B  for 
identification  of  potential  problems.  And,  if 
an  EMC  sender  is  found  to  be  significantly 
aberrant,  an  immediate  external  audit  is  set 
up.  If  abuse  or  fraud  problems  are  discovered 
during  the  external  audit,  the  Plan's  regional 
office  is  notified  and  the  sender  is  removed 
from  the  EMC  network.  These  measures  are 
viewed  as  essential  for  maintaining  Part  B 
claims  integrity. 

External  Audits:  Each  EMC  sender  submit- 
ting Part  B  claims  is  subject  to  an  external 
audit.  For  new  senders  the  first  audit  is  90 
days  after  admittance  on  the  network.  There- 
after each  sender  is  scheduled  on  an  annual 
basis.  The  audit  procedure  involves  two 
steps: 

•  The  inhouse  Part  B  department  extracts 
the  sender's  claims  data  and  reviews  it 
for  potential  problems,  such  as  overuse 
of  certain  procedure  codes,  modifiers, 
handling  fees,  no  referring  physician, 
etc.  The  audit  material  is  then  noted  if  a 
particular  condition  exists;  this  alerts 
the  external  auditor  of  the  need  for 
special  attention. 

•  The  external  auditors  conduct  onsite 
audits  at  the  remote  senders'  locations. 
Ensuring  that  proper  signatures  of  pa- 
tients are  maintained  for  each  docu- 
ment of  treatment  is  emphasized.  When 
a  sender  is  found  to  be  in  noncompli-' 


ance  with  HCFA  regulations  governing 
EMC  claims  processing,  recommenda- 
tions for  corrective  actions  are  verbally 
discussed  with  the  sender  and  reiterated 
by  letter.  The  inhouse  Part  B  department 
is  notified  of  all  audit  results  and  must 
schedule  reaudits  (90  days  later)  for  the 
senders  found  to  be  in  noncompliance. 
Unsatisfactory  results  from  the  reaudits 
can  subject  a  sender  to  possible  removal 
from  the  EMC  network,  depending  upon 
the  severity  of  the  deficiencies. 

EMC  Performance:  In  1979,  the  average 
first  edit  error  and  additional  development 
percentage  for  automated  claims  was  under 
4  percent  as  compared  to  17  percent  for 
manual  claims.  This  is  partially  due  to  the 
corrective  measures  used  by  the  carrier  to 
reduce  remote  site  errors.  Additionally, 
periodic  recommendations  are  made  to  im- 
prove the  Part  B  processing  system.  These 
recommendations  can  range  from  simple 
manual  operations  to  major  program  changes 
(occasionally  due  to  HCFA  requirements)  in 
order  to  maintain  optimum  data  integrity  and 
efficient  processing  time. 

Provider/Carrier  Benefits:  Since  its  incep- 
tion, the  automated  system  of  gathering 
claims  data  has  proved  to  be  advantageous 
both  to  the  provider  and  to  the  Plan's  Part  B 
claims  operation.  Advantages  from  the  sys- 
tem include: 

•  Better  Service— Throughput  of  claims  is 
faster  and  more  efficient.  Approximately 
90  percent  reach  a  final  disposition  with- 
out manual  intervention. 

•  Cost  Benefits— Provider  savings  result 
from  fast  throughput  and  cycle  time, 
and  program  savings  occur  through 
reduced  administrative  costs  for  claims 
input  and  processing.  A  recent  cost 
benefit  study  estimates  a  saving  of 
about  $.49  per  claim  including  100  per- 
cent internal  reviews  and  external  audit 
costs. 

•  Low  Claims  Development— The  inte- 
grity of  claims  data  submitted  requires 
less  than  two  percent  development  for 
additional  information.  This  low  rate  is 
possible  because  of  direct  educational 
feedback  to  each  sender  location  on  a 
day  to  day  basis. 
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•  Cash  Flow— Payment  of  claims  is  made 
on  a  more  timely  basis  through  the  reali- 
zation of  relatively  error  free  data. 

•  Profile  Data  Integrity— The  provider  of 
service  is  totally  responsible  for  the  ac- 
curacy of  charge  data  utilized  for  profile 
updates.  It  is  not  subject  to  clerical  er- 
rors on  the  carrier's  part. 

•  High  Claims  Processing  Quality— This 
is  made  possible  through  strategic  sys- 
tem edits,  data  integrity  and  minimum 
manual  intervention. 

EMC  Task  Force:  From  the  inception  of  the 
EMC  network,  an  active  corporate  task  force 
has  coordinated  the  activities  of  multiple 
functional  areas  and  has  resolved  any  poten- 
tial conflicts  or  problems.  The  task  force 
consists  of  members  from  various  depart- 
ments in  the  Corporation  representing  all 
lines  of  business. 

Conclusion 

While  the  emphasis  in  this  article  has 
been  on  Medicare  Part  B  claims  processing, 
the  Plan  has  recognized  similar  benefits  in 


all  lines  of  business  through  the  EMC  net- 
work. Credit  for  the  success  of  this  system 
must  be  shared  among  many  corporate  per- 
sonnel: Provider  Automated  Services,  Exter- 
nal Software  Development,  Finance,  Claims 
Processing,  EDP  Systems,  External  Audits 
and  Reviews,  Provider  Relations  Divisions, 
and  Medicare  Part  B.  The  close  cooperation 
between  these  several  disciplines,  while  still 
carrying  out  their  respective  duties,  has  been 
instrumental  in  creating  an  automated  net- 
work that  has  become  an  integral  part  of  the 
claims  processing  system. 


•  Jacquelyn  Adkins,  Assistant  Manager  of  Medicare 
Part  B  Technical  Services,  has  been  with  the 
Florida  Plan  since  1969.  During  that  time,  she  has 
served  in  various  capacities  of  the  Medicare  Part  B 
programs.  She  is  chiefly  responsible  for  monitoring 
and  coordinating  all  of  the  Medicare  Part  B  EMC 
functions. 

•  Gwendolyn  Cline  has  been  with  the  Florida  Plan  for 
twelve  years.  During  that  time  she  has  served  in 
several  areas  of  data  processing,  including  the 
EMC  polling  system.  For  the  last  two  years,  she  has 
been  a  Data  Base  Analyst  in  the  Medicare  Part  B 
program,  and  has  assisted  in  the  development  of 
automating  providers  for  EMC  signatures. 
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FIGURE  1 


AGREEMENT  -  EMC  I 


Blue  Shield 

of  Florida 


(To  Be  Used  By  Billing  Service  Organizations  Which 
Wish  To  Submit  Claims  Via  Electronic  Media  On 
Behalf  Of  Physicians  And/Or  Suppliers) 


It  is  recognized  by  Blue  Shield  of  Florida,  Inc.  (hereinafter  referred  to  as  the  "Carrier"),  and  the  undersigned,  that  certain 
advantages  will  accrue  to  Carrier  and  to  the  physicians  and  billing  services  through  an  arrangement  whereby  such 
physicians  and  billing  services  can  submit  bills  by  an  electronic  medium  instead  of  through  written  requests  for  payment. 
This  agreement  sets  forth  the  guidelines  under  which  such  an  arrangement  will  operate. 


1.  I,  (hereinafter  referred  to  as  Billing 

Agent  for  billing  service 

Service  or  Agent),  certify  that  I  will  submit  claims  only  on  behalf  of  those  physicians  or  suppliers  who  have  given 
me  written  authorization  to  do  so;  and  that  I  will  maintain  these  written  authorizations  during  the  term  of  this  agree- 
ment and  will  furnish  true  copies  to  the  Carrier  upon  Carrier's  request. 


2.  I  agree  to  submit  claims  to  the  Carrier  only  in  the  specific  format  required  by  the  Carrier. 


3.  I  agree  that  the  Carrier,  the  Secretary  of  HEW,  or  his  designees  have  the  right  to  audit  and  confirm  for  any 
purpose  information  submitted  to  me  by  physicians  or  suppliers,  and  that  any  incorrect  payments  which  are  dis- 
covered as  a  result  of  such  an  audit  will  be  adjusted  according  to  the  applicable  provisions  of  the  Social  Security 
Act  as  amended,  Regulations,  and  Medicare  guidelines. 

4.  I  agree  that  it  is  my  obligation  to  research  and  correct  any  and  all  claim  discrepancies  caused  be  me. 

5.  I  agree  to  furnish  to  the  Carrier  copies  of  the  written  authorizations  of  physicians  or  suppliers  authorizing  me  to 
submit  claims  on  their  behalf  and  to  give  Carrier  advance  notice  of  any  changes  made  in  the  status  (including 
names  and  other  appropriate  identifiers)  of  physicians  or  suppliers  for  whom  I  am  authorized  to  bill.  The  Carrier 
must  approve  the  additional  physicians  or  suppliers  for  whom  I  intend  to  submit  bills  before  they  can  be  submitted. 

6.  The  Health  Care  Financing  Administration  or  the  Carrier  may  refuse  for  any  reason  to  accept  electronic  medium 
claims  from  any  physician(s)  or  supplier(s)  or  their  billing  agents. 


7.  I  agree  to  maintain  all  original  source  documents  submitted  to  me  by  the  physician  or  supplier.  (This  is  not 
applicable  if  the  physician  or  supplier  maintains  the  source  documents).  I  will  ensure  that  every  electronic  entry 
can  be  readily  associated  and  identified  with  a  source  document  from  a  physician  or  supplier.  All  original  source 
documents  excluding  medical  records,  which  will  be  retained  pursuant  to  State  law,  will  be  retained  for  a  period 
of  seventy-two  months  following  the  date  of  payment  by  the  Carrier. 


8.  The  Billing  Service  is  incorporated  in  the  State  of 
The  three  principal  officers  and  their  titles  are: 


(1)   

(2)  

(3)   

The  three  principal  stock  holders  and  their  addresses  are: 

(1)   

(2)   

(3)  

The  following  who  have  a  financial  interest  in  the  Billing  Service  are  either  owners,  officers,  board  members  and/or 
medical  staff  members  of  institutions  or  organizations  which  we  serve  as  billing  agents. 


(If  none,  write  none) 
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9.  I  agree  to  supply  upon  request  the  written  particulars  of  the  financial  arrangements  between  me  and  physicians 
or  suppliers  for  whom  I  submit  EMC's.  This  information  includes,  but  is  not  limited  to,  my  charging  practices. 
I  agree  to  establish  and  maintain  procedures  and  controls  so  that  information  concerning  Medicare  beneficiaries, 
or  any  information  obtained  from  the  Department  of  HEW,  or  its  agents,  shall  not  be  used  by  me,  my  agents, 
officers,  or  employees  except  as  provided  in  Section  1 106  of  the  Social  Security  Act,  the  Freedom  of  Information 
Act,  and  the  Privacy  Act  as  amended,  and  the  Regulations  prescribed  thereunder.  I  agree  not  to  disclose  any 
information  concerning  a  Medicare  beneficiary  to  any  person  or  organization  other  than  the  Secretary  of  HEW, 
his  designees  or  agents,  and  the  Carrier  without  the  express  written  permission  of  the  Medicare  beneficiary  or  his 
lawful  representative. 

10.  I  understand  that  this  agreement  may  be  terminated  by  me  upon  90  days  written  notice.  The  Secretary  of  HEW, 
his  designees  or  agents,  or  the  Carrier  may  terminate  this  Agreement  at  any  time. 

11.  I  understand  that  the  submission  of  an  electronic  medium  claim  is  a  claim  for  Medicare  payment  and  that  anyone 
who  misrepresents  or  falsifies  any  record  or  other  information  essential  to  that  claim  or  that  is  required  pursuant 
to  this  agreement  may,  upon  conviction,  be  subject  to  fine  and  imprisonment  under  Federal  Law. 

12.  Attached  to  this  agreement,  and  hereby  made  part  of  this  Agreement,  are  copies  of  the  Agreements  with  the 
individual  physicians  or  suppliers  referred  to  in  paragraph  1,  above. 

13.  I  understand  that  this  agreement  in  no  way  modifies  the  individual  Participating  Physician  Agreements  which 
physicians  who  have  authorized  me  to  bill  for  them  may  have  with  Blue  Shield  of  Florida,  Inc. 

14.  I  shall  not  knowingly  bill  Blue  Shield  of  Florida,  Inc.  in  a  manner  which  conflicts  with  the  ethics  of  the  Medical 
Profession. 

15.  As  further  consideration,  I  agree  to  submit  all  Blue  Shield  and  all  Medicare  claims  through  the  automated  process, 
both  assigned  and  unassigned.  Claims  requiring  additional  medical  documentation  may  be  submitted  separately. 

16.  If  applicable,  in  consideration  of  having  the  use  of  the  Texas  Instruments  data  terminal(s)  as  provided  by  Blue 
Shield  of  Florida,  Inc.,  I  hereby  agree  to  be  responsible  for  cost  of  replacement  of  said  terminal(s)  in  event  of  theft 
or  damage  beyond  repair  and  for  repairing  such  terminal(s)  when  damaged  from  any  cause  whatsoever  while  on 
premises  of  said  physicians  office  or  physician  billing  location  and  to  maintain  insurance  coverage  protecting 
against  such  loss  or  damage  from  any  cause  whatsoever. 

17.  I  agree  that  it  is  my  obligation  to  research  and  correct  any  and  all  billing  discrepancies  caused  by  me  and  agree 
to  hold  Blue  Shield  of  Florida,  Inc.  harmless  for  any  costs  or  damages  incurred  as  a  result  of  such  discrepancies. 

18.  If  applicable,  in  consideration  of  having  the  use  of  a  Texas  Instruments  data  terminal,  I  agree  to  be  responsible 
for  all  moving  and  relocation  expense  after  the  initial  installation. 

19.  If  applicable,  the  Texas  Instruments  data  terminal  may  be  removed  for  cause,  without  notice,  as  determined  by 
Blue  Shield  of  Florida,  Inc. 


I  have  agreed  to  the  above  by  signing  below  on  this    day  of  _ 

in  the  year  

Name  of  Billing  Agent  Authorized  Officer  and  Title 
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CERTIFICATE  OF  RESPONSIBILITY 
EMC  II 

(To  Be  Executed  Between  The  Physician  Or  Supplier 
and  Billing  Service) 

It  is  recognized  by  (hereinafter  referred  to  as  the 

Billing  Service 

Billing  Agent  or  Billing  Service),  that  certain  advantages  will  accrue  to  it  and  the  undersigned  physician  or  supplier  through 
an  arrangement  whereby  the  Billing  Agent  can  submit  claims  on  behalf  of  the  undersigned  physician  or  supplier  by  elec- 
tronic medium  to  Blue  Shield  of  Florida,  Inc.  (hereinafter  referred  to  as  the  Carrier),  rather  than  by  written  requests  for 
payment.  This  agreement  between  me  and  the  Billing  Agent  is  to  be  used  for  the  purpose  of  allowing  the  Carrier  to  process 
claims  submitted  on  my  behalf  by  the  Billing  Agent.  Therefore,  the  undersigned  physician  or  supplier  agrees  to  the  following: 

1 .  I  hereby  authorize  the  Billing  Agent  to  submit  claims  on  my  behalf,  and  I  hereby  warrant  that  the  services  have 
been  rendered  by  me. 

2.  I  agree  that  the  Secretary  of  HEW,  his  designee  or  agent,  or  the  Carrier  has  the  right  to  audit  and  confirm  any 
Medicare  related  information  submitted  by  me,  and  has  access  to  my  Medicare  claim  documentation  records  and 
all  records,  including  medical  records,  in  my  office  or  any  other  place  for  that  purpose.  Any  incorrect  Medicare  pay- 
ments which  are  discovered  as  a  result  of  such  an  audit  will  be  adjusted  according  to  the  applicable  provisions  of 
the  Social  Security  Act  as  amended,  Federal  Regulations,  or  Medicare  guidelines. 

3.  I  shall  not  knowingly  submit  claims  which  conflict  with  the  Social  Security  Act  as  amended,  Federal  Regulations, 
or  Medicare  guidelines. 

4.  I  agree  that  all  original  source  documents  will  be  maintained.  I  will  ensure  that  every  electronic  entry  can  be  asso- 
ciated and  identified  with  a  source  document.  All  original  source  documents  will  be  retained  for  a  period  of  seventy- 
two  months  following  the  month  of  payment  by  the  Carrier.  Medical  records  will  be  retained  pursuant  to  the 
applicable  State  law. 

5.  The  Carrier  has  the  right  not  to  accept  claims  covered  by  this  agreement  for  any  reason. 

6.  I  understand  that  I  am  responsible  for  any  Medicare  claim  submitted  on  my  behalf  by  the  Billing  Agent  and  that 
I  am  liable  for  any  subsequent  adjustment  of  that  payment. 

7.  I  understand  that  the  submission  of  an  electronic  medium  claim  is  a  claim  for  Medicare  payment  and  that  anyone 
who  misrepresents  or  falsifies  any  record  or  other  information  essential  to  that  claim  or  that  is  required  pursuant 
to  this  Agreement  may  upon  conviction,  be  subject  to  fine  and  imprisonment  under  Federal  Law. 

8.  I  agree  that  Blue  Shield  of  Florida,  Inc.  has  the  right  to  audit  and  confirm  any  information  submitted  by  me,  and 
has  access  to  my  claim  documentation  records  and  all  records,  including  medical  records,  in  my  office  for  that 
purpose,  and  that  any  incorrect  Blue  Shield  payments  which  are  discovered  as  a  result  of  such  an  audit  will  be 
adjusted  according  to  the  applicable  provisions  of  Blue  Shield  contracts  with  its  subscribers. 

9.  I  agree  to  obtain  the  signature  of  each  patient  or  his/her  representative  in  accordance  with  the  Social  Security 
Act  as  amended,  Federal  Regulations,  Medicare  Guidelines,  and  the  Blue  Shield  of  Florida,  Inc.  requirements 
applicable  to  the  submittal  of  claims  through  an  electronic  medium,  and  I  further  agree  that  such  signatures  will 
be  maintained  oh  file  as  source  documents  for  seventy-two  (72)  months.  I  also  agree  to  comply  with  all  Federal 
Regulations,  Medicare  Guidelines,  and  Blue  Shield  of  Florida,  Inc.  requirements  applicable  to  my  use  of,  or  refer- 
ence to,  the  patient's  or  his/her  representative's  signature  on  a  provider's  record  for  purposes  of  submitting  an 

electronic  medium  claim.  The  location(s)  of  these  signatures  will  be  

(Name  of  facility  or  other  location) 


Street  City  State 


FIGURE  2: 

Blue  Shield 


of  Florida 
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10.  I  understand  that  this  agreement  between  me  and   . 

is  to  be  used  for  the  purpose  of  allowing  Blue  Shield  of  Florida,  Inc.  to  process  claims  submitted  on  my  behalf. 


I  have  read  and  agree  to  the  above  by  signing  below  on  this  day  of   ,  in  the  year 


Physician  -  Supplier  Name  Billing  service  Name 


Address  Address 


Signature  Signature 
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AGREEMENT  -  EMC  III 

(To  Be  Used  By  Physicians  Or  Suppliers  Who 

Wish  To  Submit  Claims  Direct  To  Medicare  Sender  Code:  

Carriers  Via  Electronic  Media) 

It  is  recognized  by  Blue  Shield  of  Florida,  Inc.  (hereinafter  referred  to  as  the  Carrier)  and  the  undersigned,  that  certain 
advantages  will  accrue  to  the  Carrier,  and  to  the  undersigned  physician(s)  or  supplier(s)  through  an  arrangement  whereby 
such  claims  may  be  submitted  via  an  electronic  medium  of  submission  of  written  claims.  This  arrangement  between  the 
Carrier  and  a  physician  or  supplier  permits  the  electronic  generation  of  a  claim  for  professional  charges  or  other  services 
and  supplies  that  will  be  acceptable  to  the  Carrier  as  written  claims.  This  agreement  is  to  set  forth  the  guidelines  under 
which  an  arrangement  will  operate. 

1 .  I  agree  to  submit  claims  to  the  Carrier  only  in  the  specific  format  required  by  the  Carrier. 

2.  I  agree  that  the  Carrier  has  the  right  to  audit  and  confirm  information  submitted  by  me  and  has  access  to  all  original 
source  documents  including  medical  records.  Any  incorrect  payments  which  are  discovered  as  a  result  of  such 
an  audit  will  be  adjusted  according  to  the  applicable  provisions  of  the  Social  Security  Act  as  amended,  Federal 
Regulations  and  Medicare  guidelines. 

3.  I  agree  that  it  is  my  obligation  to  correct  any  and  all  discrepant  claims  submitted  to  me. 

4.  I  will  ensure  that  every  electronic  entry  can  be  readily  associated  and  identified  with  a  source  document  including 
patient  authorizations  and  signatures.  All  original  source  documents  will  be  retained  for  a  period  of  seventy-two 
months  following  the  date  of  payment  by  the  Carrier.  Medical  records  will  be  maintained  according  to  the  applicable 
State  law.  (To  be  completed  if  physician  or  supplier  is  other  than  a  sole  practitioner  or  a  sole  proprietorship). 

5.  The  is  established  in  the  State  of 

(Organization,  Clinic,  P.A.,  or  Other) 
 (  PA  *  L  The  three  principal  officers  and  their  titles  are: 

(1)   

(2)  _  .  

(3)   

The  three  principal  stock  holders  (if  any)  and  their  addresses  are: 

(1)   

(2)   

(3)   

Attached  to  this  agreement  and  hereby  made  part  of  this  agreement  are  copies  of  the  authorizations  from  all  par- 
ticipating physicians  allowing  the  undersigned  to  bill  on  their  behalf.  (Use  in  case  of  clinic.) 

6.  I  understand  that  the  submission  of  an  electronic  medium  claim  is  a  claim  for  Medicare  payment  and  that  anyone 
who  misrepresents  or  falsifies  any  record  or  other  information  essential  to  that  claim  or  that  is  required  pursuant  to 
this  agreement  may,  upon  conviction,  be  subject  to  fine  and  imprisonment  under  Federal  Law. 

7.  I  agree  that  Blue  Shield  of  Florida,  Inc.,  has  the  right  to  audit  and  confirm  information  submitted  by  me,  and  has 
access  to  all  original  source  documents  including  medical  records.  Any  incorrect  payments  which  are  discovered 
as  a  result  of  such  an  audit  will  be  adjusted  according  to  the  applicable  law,  regulations,  guidelines  and  provisions 
of  Blue  Shield  contracts  with  its  subscribers. 

8.  I  agree  that  it  is  my  obligation  to  research  and  correct  any  and  all  billing  discrepancies  caused  by  me,  and  agree 
to  hold  Blue  Shield  of  Florida,  Inc.  harmless  for  any  costs  or  damages  incurred  as  a  result  of  such  discrepancies. 

9.  Blue  Shield  of  Florida,  Inc.  may  refuse  to  accept  electronic  medium  claims  from  any  physician  or  supplier  for  any 
reason. 
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10.  I  agree  to  establish  and  maintain  procedures  and  controls  so  that  no  information  concerning  Medicare  Bene- 
ficiaries, or  any  information  obtained  from  the  HEW  shall  be  used  by  me,  my  agents,  officers  or  employees 
except  as  provided  in  Section  1106  of  the  Social  Security  Act,  as  amended,  and  the  Regulations  prescribed 
thereunder.  I  agree  not  to  disclose  any  information  concerning  a  Medicare  Beneficiary  to  any  person  other  than 
the  Social  Security  Administration,  HCFA  or  Blue  Shield  of  Florida,  Inc.  without  the  express  written  permission 
of  the  Medicare  Beneficiary  or  his  lawful  representative. 

11.  I  understand  that  this  agreement  in  no  way  modifies  the  individual  Participating  Physician's  Agreement  which  I 
or  physicians  who  have  authorized  me  to  bill  for  them  may  have  with  Blue  Shield  of  Florida,  Inc. 

12.  I  shall  not  knowingly  bill  Blue  Shield  of  Florida,  Inc.  in  a  manner  which  conflicts  with  the  ethics  of  the  Medical 
Profession. 

13.  As  further  consideration,  I  agree  to  submit  all  Blue  Shield  and  all  Medicare  claims  through  the  automated  process, 
both  assigned  and  unassigned.  Claims  requiring  additional  medical  documentation  may  be  submitted  separately. 

14.  I  agree  to  obtain  the  signature  of  each  patient  or  his/her  representative  in  accordance  with  the  Social  Security 
Act  as  amended,  Federal  Regulations,  Medicare  Guidelines,  and  Blue  Shield  of  Florida,  Inc.  requirements, 
applicable  to  the  submittal  of  claims  through  an  electronic  medium,  and  I  further  agree  that  such  signatures 
will  be  maintained  on  file  as  source  documents  for  seventy-two  (72)  months.  I  also  agree  to  comply  with  all 
Federal  Regulations,  Medicare  Guidelines,  and  Blue  Shield  of  Florida,  Inc.  requirements  applicable  to  my  use  of, 
or  reference  to,  the  patient's  or  his/her  representative's  signature  on  a  provider's  record  for  purposes  of  sub- 
mitting an  electronic  medium  claim.  The  location(s)  of  these  signatures  will  be  


15.  I  agree,  if  other  than  a  Blue  Shield  Participating  Physician,  to  keep  an  assignment  of  benefits  form,  signed  by 
the  patient,  on  file  for  all  assigned  Blue  Shield  claims  submitted.  I  further  agree  that  these  signatures  will  be  main- 
tained on  file  as  a  source  document,  for  a  period  of  72  months. 

16.  If  applicable,  in  consideration  of  having  the  use  of  Texas  Instruments  Terminal(s)  as  provided  by  Blue  Shield 
of  Florida,  Inc.,  I  hereby  agree  to  be  responsible  for  cost  of  replacement  of  said  terminal(s)  in  event  of  theft  or 
damage  beyond  repair  and  for  repairing  such  terminal(s)  when  damaged  from  any  cause  whatsoever  while  on  the 
premises  of  said  physicians  office  or  physician  billing  location  and  to  maintain  insurance  coverage  protecting 
against  such  loss  or  damage  from  any  cause  whatsoever. 

17.  If  applicable,  in  consideration  of  having  the  use  of  a  Texas  Instruments  data  terminal,  I  agree  to  be  responsible 
for  all  moving  and  relocation  expense  after  the  initial  installation. 

18.  I  understand  that  this  agreement  may  be  terminated  by  me  upon  ninety  (90)  days  written  notice.  The  Secretary 
of  HEW,  his  designees,  or  Blue  Shield  of  Florida,  Inc.  may  terminate  this  agreement  at  any  time.  If  applicable, 
the  Texas  Instruments  data  terminal  may  be  removed  for  cause,  without  notice,  as  determined  by  Blue  Shield 
of  Florida,  Inc. 

I  have  agreed  to  the  above  by  signing  below  on  this  day  of  in  the  year  


Name  of  Facility  of  Other  Location 


Street 


City 


State 


Name  of  Physician,  Supplier,  P  A.  Group 


Authorized  Officer  For  Carrier 


Signature 


Signature 


4843-179  (b) 


Perspectives  on  Medicaid  and  Medicare  Management 
September  1981 


31 


FIGURE  4:  Sender  Code:  

Bluo  ShSold 

°,Floda  PHYSICIAN  BILLING  AUTHORIZATION  forme 


I  authorize  Blue  Shield  of  Florida,  Inc.,  to  make  payment  to  the  

 (PA_#  )  group,  for  services  performed  by  me  for  patients  covered  under 

any  Blue  Shield  contract,  Medicare,  or  any  other  program  for  which  Florida  Blue  Shield  is  the  carrier  or  fiscal  intermediary. 
It  is  understood  that  Blue  Shield  payment  to  the  group  in  no  way  changes  the  responsibilities  of  Blue  Shield  or  me  under 
my  Participating  Physician's  Agreement. 

I,  the  undersigned,  hereby  authorize  the  

group,  to  accept  on  my  behalf  any  assignment  made  by  the  patient  who  receives  medical  treatment  from  me  of  the 
amount  payable  to  such  individual  under  Part  B  of  Title  XVIII  of  the  Social  Security  Act  or  under  any  private  Blue  Shield 
contract  and  to  receive  on  my  behalf  any  payments  which  may  be  made  pursuant  to  such  assignment. 

Blue  Shield 

Name  (Signature)  Name  (Printed)  Number  Date 


4845-179 
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FIGURE  5:  Certification  Statement 


HDR 
HEADER 

CERTIFICATION  STATEMENT 


ASSIGNED:  I  request  payment  for  the  assigned  claims  included  in  this  transmission. 

I  certify  that  the  services  submitted  and  referenced  by  this  transmission 
were  rendered  by  me  and  that  the  patient  authorization  and  signatures  are 
on  file  at  the  location  indicated  in  the  agreement  and  are  maintained  for 
each  claim  submitted  by  me.  I  agree  to  accept  the  reasonable  charge  as 
full  charge  for  the  services  on  the  assigned  claims. 


UNASSIGNED:  I  request  payment  to  be  made  to  the  specified  enrollee  on  the  unassigned 

claims  included  in  the  transmission. 

I  certify  that  the  services  submitted  and  referenced  by  this  transmission 
were  rendered  by  me  and  that  the  patient  authorization  and  signatures  are 
on  file  at  the  location  indicated  in  the  agreement  and  are  maintained  for 
each  claim  submitted  by  me. 


BILLING  SERVICE:  I  hereby  certify  that  the  claims  submitted  in  this  transmission  accurately 
PHYSICIAN  AGENT       reflect  and  represent  claims  information  furnished  me  by  the  physician, 

clinic,  or  other  supplier  whom  I  am  representing. 


NOTICE:  Anyone  who  misrepresents  or  falsifies  essential  information  re- 
quested by  this  electronically  produced  data  may  upon  convic- 
tion be  subject  to  fine  and  imprisonment  under  Federal  Law. 


NAME: 


Perspectives  on  Medicaid  and  Medicare  Management 
September  1981 


33 


A  UNIFIED  MEDICARE/ME DIC AID  PROGRAM: 
THE  OKLAHOMA  EXPERIENCE 

by  BERTHA  M.  LEVY,  M.D.* 


Introduction 

After  13  years'  experience  as  the  nation's 
only  State  agency  Medicare  Part  B  carrier, 
the  Oklahoma  Department  of  Human  Services 
(DHS)  has  confronted  and  resolved  complex 
and  frustrating  problems  to  establish  a  uni- 
fied Medicare/Medicaid  program  that  we 
believe  is  beneficial  to  recipients  and 
convenient  for  providers.  We  also  believe 
this  experience  can  be  effectively  used  to 
plan  and  develop  the  Health  Care  Financing 
Administration's  future  operating  strategy 
for  program  administration. 

In  this  article,  we  shall  briefly  describe  our 
experiences  and  the  development  of  our  role 
as  a  Medicare  carrier.  This  experience  is 
valuable  because  Oklahoma  has  been  able 
to  integrate  Medicare  and  Medicaid  claims 
processing  by  recognizing  the  significant 
areas  of  functional  similarity  in  the  programs 
and  the  need  for  compatibility  of  informa- 
tion. As  a  carrier,  the  Oklahoma  DHS  applies 
Medicare  coverage  and  reimbursement  guide- 
lines to  the  Medicaid  program,  where  appli- 
cable. For  example,  payment  is  made  only  to 
Medicare  approved  hospitals;  by-pass  surgery 
for  obesity  is  allowed  only  if  there  is  another 
condition  aggravated  by  the  obesity;  pay- 
ments to  certified  registered  nurse  anesthet- 
ists are  in  accordance  with  Medicare  regula- 
tions; and  services  covered  by  Medicaid  are 
paid  at  the  same  reasonable  charge  as  paid 
by  Medicare.  The  DHS  serves  as  carrier  for 
approximately  48,000  Medicare  beneficiaries 
who  are  also  Medicaid  recipients.  In  FY  1980, 
we  processed  about  283,000  Medicare  Part  B 
claims  and  paid  $13,114,000  for  Medicare 
Part  B  services. 


Recognizing  the  benefits  of  an  integrated 
program,  we  encouraged  other  States  to  con- 
sider adoption  of  a  similar  program  as  early 
as  the  first  State  Medicaid  directors'  meeting 
in  1967.  This  article  outlines  the  advantages 
of  a  coordinated  Medicare-Medicaid  claims 
process  for  beneficiaries-recipients,  for  pro- 
viders, and  for  State  and  Federal  program 
administrators. 

The  Beginning— Challenge 
and  Change 

DHS'  medical  claims  processing  began  in 
1957  with  the  Medical  Care  program  (PL 
84-880,  the  first  Kerr-Mills  bill).  Significant 
expansion  of  this  activity  occurred  with  the 
Social  Security  Amendments  of  1965  which 
introduced  Medicaid  (Title  XIX)  and  Medicare 
(Title  XVIII).  Implementing  Medicaid  on  Janu- 
ary 1,  1966,  Oklahoma  was  one  of  only  six 
States  to  initiate  the  program  at  this  earliest 
possible  date.  Since  the  Medicare  Part  B 
medical  insurance  monthly  premium  can  be 
paid  by  States  for  certain  Medicaid  recip- 
ients, Oklahoma  elected  to  "buy  in"  with 
Medicare  for  the  categorically  needy,  effec- 
tive July  1,  1966.  State  buy-in  also  requires 
State  payment  of  the  Part  B  medical  insur- 
ance deductible  and  coinsurance  for  eligible 
Medicaid  recipients.  The  Oklahoma  Medicare 
carrier,  Aetna,  determined  beneficiary  Part  B 
entitlement,  the  coverage  and  reasonable 
charge  for  medical  services  received,  and 
paid  80  percent  of  the  determined  reason- 
able charge.  For  the  Medicare  beneficiary 
who  was  also  a  buy-in  Medicaid  recipient, 
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Aetna  advised  both  the  service  provider  and 
DHS  of  the  Part  B  payment  and  the  provider 
billed  DHS  for  any  unmet  deductible  and  the 
20  percent  coinsurance.  DHS  then  processed 
and  paid  the  provider  the  deductible/coinsur- 
ance portion  of  the  Part  B  "crossover"  claim. 

Despite  years  of  Federal  planning  for  the 
hospital  insurance  (Part  A)  provision  of  Medi- 
care, the  medical  insurance  (Part  B)  portion 
of  Medicare  was  not  incorporated  into  the 
final  Congressional  bill  until  a  few  months 
before  passage  in  July  1965.  Therefore,  sig- 
nificant issues  were  still  unresolved  on  July 
1,  1966  when  the  Medicare  program  became 
effective  and  DHS  started  processing  Part  B 
crossover  claims. 

Problems  common  to  all  Medicare  carriers 
and  premium  buy-in  agencies  caused  admin- 
istrative and  operational  headaches  as  the 
program  took  shape.  The  unanticipated 
volume  and  complexity  of  the  claims,  illegible 
handwritten  claims,  and  poor  carbon  copies 
resulted  in  delayed  processing.  The  Social 
Security  Administration,  responsible  for 
establishing  and  maintaining  centralized 
computer  records  for  all  Medicare  benefici- 
aries, had  difficulty  providing  carriers  with 
prompts,  understandable  responses  to  Part 
B  deductible  status  queries. 

Delayed  transfer  of  crossover  claims  in- 
formation from  Aetna  to  DHS  and  our  diffi- 
culty in  matching  claims  for  the  Part  B 
deductible/coinsurance  with  the  Aetna  pre- 
pared Explanation  of  Medical  Payments— 
sometimes  undecipherable  because  of 
manual,  rather  than  machine,  preparation- 
caused  processing  problems  for  DHS.  Many 
Oklahoma  providers,  accustomed  to  sub- 
mitting claims  directly  to  DHS  under  the 
Medical  Care  program  and  then  under  Medic- 
aid, would  bill  DHS  first,  until  the  Medicare 
deductible  was  met,  then  bill  Aetna  for  sub- 
sequent claims.  This,  of  course,  created  con- 
fusion and  inappropriate  claims  flow.  All  of 
these  situations  contributed  to  a  growing 
backlog  of  crossover  claims  and  by  the 
spring  of  1967  DHS  had  approximately 
40,000,  or  six  months',  claims  on  hand. 

State  Agency  as  Medicare  Carrier 

Following  a  year  of  growing  dissatisfac- 
tion with  the  processing  and  payment  delays 
created  by  crossover  claims,  both  the  Okla- 


homa State  Medical  Association  and  the 
Oklahoma  State  Osteopathic  Association 
suggested  that  DHS  become  the  Medicare 
carrier  for  eligible  Medicaid  recipients.  Car- 
rier status  would  permit  single  agency 
claims  processing  and  payment  to  providers 
for  beneficiaries/recipients.  Acting  on  this 
suggestion,  DHS  applied  to  the  Social 
Security  Administration,  Bureau  of  Health  In- 
surance, to  become  Medicare  carrier  for 
categorically  needy  recipients,  and  this  con- 
tract was  awarded  effective  July  1,  1967. 
Aetna,  of  course,  remained  as  Medicare  car- 
rier for  other  Oklahoma  beneficiaries. 

Initially,  DHS  was  viewed  as  primarily  a 
welfare  agency  and  was  considered  some- 
what an  interloper  to  the  ranks  of  commer- 
cial carriers  by  the  Bureau  of  Health  Insur- 
ance (BHI-Medicare).  DHS  requests  and  sug- 
gestions were  frequently  ignored  and  this 
was  particularly  evident  as  the  Part  B  model 
computer  claims  processing  system  for  com- 
mercial carriers  was  under  development  by 
BHI.  The  DHS  repeatedly  requested  systems 
modifications  to  permit  coordination  with 
the  Medicaid  claims  process  but  systems  ad- 
justments were  not  made.  We  soon  recog- 
nized that  DHS  would  have  to  independently 
develop  a  workable,  coordinated  Medicare- 
Medicaid  claims  process. 

Coordinated  Claims  Process 

In  the  course  of  developing  Medicare- 
Medicaid  coordinated  programs,  Oklahoma 
introduced  numerous  operational  and  pro- 
cedural "firsts."  These  include: 

1.  The  first  alternative  to  Form  SSA-1490, 
Request  for  Medicare  Payment,  with 
the  development  of  the  DHS'  claim 
Form  SSA-1490W  (OK)  (July  1967):  this 
combined  provider  billing  form  allowed 
single  claims  for  Medicare  Part  B  and 
Medicaid,  reduced  the  volume  of  pro- 
vider paperwork,  and  facilitated  DHS 
claims  processing. 

2.  The  first  printed  claim  form  utilizing 
sensitized  paper  for  carbonless  copies 
(July  1967):  the  Federal  forms  had  car- 
bon inserts  which  often  produced  un- 
satisfactory copies. 

3.  The  first  single  payment  check  written 
to  include  the  Medicare  Part  B  reason- 
able charge  amount  and  the  applicable 
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Medicaid  deductible  and  coinsurance 
amount  (1967). 

4.  The  first  combined  Explanation  of  Medi- 
cal Payments  (EOMP)  which  showed 
both  Medicare  Part  B  and  Medicaid  pay- 
ments (July  1967):  this  reduced  book- 
keeping for  providers. 

5.  The  first  combined  Explanation  of  Medi- 
cal Benefits  (EOMB)  with  both  Medicare 
Part  B  and  Medicaid  payment:  this  was 
a  less  confusing  document  for  recipi- 
ents. 

6.  The  first  provider  profile  of  reasonable 
charge  utilized  by  a  single  fiscal  agent 
for  both  Medicare  and  Medicaid:  pro- 
viders recognized  that  payment  by  both 
programs  would  be  under  the  same  rea- 
sonable charge  screens  and  this  profile 
gave  them  an  indication  of  expected 
payment  amounts. 

Because  of  DHS'  experience  working  with 
and  processing  medical  claims  from  Okla- 
homa physicians  and  other  providers,  the 
assignment  rate  (i.e.,  acceptance  of  the  Part 
B  reasonable  charge  determination  from 
DHS  as  carrier  and  fiscal  agent)  has  been 
maintained  at  more  than  96  percent.  We  rec- 
ognize that  our  high  assignment  rate  cannot 
be  accurately  compared  with  the  significant- 
ly lower  assignment  acceptance  (approx- 
imately 50  percent  or  less)  of  other  carriers 
who  deal  with  a  different  beneficiary  popula- 
tion. However,  it  is  a  favorable  result  of  our 
carrier  status,  both  to  program  admin- 
istration and  to  beneficiaries. 

Many  of  our  accomplishments  in  Medicare/ 
Medicaid  management  are  due  to  the  efforts 
of  DHS  staff  offices  located  in  every  county 
in  Oklahoma.  Each  DHS  recipient  has  a  local 
caseworker  responsible  for  their  service 
needs.  Each  county  office  maintains  Medic- 
aid eligibility  information,  enhancing  the 
query  process  by  communicating  current 
eligibility  data  to  the  claims  processing  sys- 
tem. In  effect  since  1969,  case  information 
changes  are  input  to  the  system  daily  by 
both  the  county  offices  and  the  State  office. 

The  State  agency  investigative  unit 
receives  and  processes  complaints  from 
recipients  and  other  concerned  citizens  and 
investigating  staff  research  each  complaint 
to  resolution.  Investigations  which  result  in 
recoupment  from  providers  who  violate  the 


Medicare  assignment  agreement  serve  both 
the  program  and  the  beneficiaries. 

Providers,  working  closely  with  DHS,  bene- 
fit from  the  growth  and  improvements  in 
Medicare  and  Medicaid  program  coordina- 
tion. Such  benefits  include  monthly  batch 
payments  which  provide  a  detailed  explana- 
tion of  the  Medicare/Medicaid  payment  for 
each  beneficiary,  the  reason'  for  payment 
reduction,  or  the  reason  for  denial.  The 
monthly  batch  payment  has  not  only  simpli- 
fied bookkeeping  for  providers  but,  because 
of  larger  payment  amounts,  has  greatly 
reduced  embezzlement  opportunities  for  pro- 
vider employees. 

Through  access  to  the  Medicare  Part  B 
reasonable  charge  screens,  DHS  is  able  to 
make  the  same  payments  not  only  under 
Medicare  and  Medicaid,  but  for  other  medical 
service  programs  administered  by  DHS,  e.g., 
the  Crippled  Children's  program  and  the 
Vocational  Rehabilitation  program. 

Realizing  that  cooperative  provider  par- 
ticipation is  essential  to  delivery  of  benefi- 
ciary/recipient medical  services,  DHS  has 
encouraged  providers  to  communicate  con- 
cerns and  suggestions  about  the  scope  of 
DHS'  programs  and  to  assist  DHS  in  develop- 
ing administrative  procedures  to  expedite 
the  medical  claims  process.  Another  benefit 
for  both  the  providers  and  DHS  occurs  when 
there  is  a  delay  in  establishing  Medicare 
premium  buy-in  for  eligible  recipients.  In  this 
situation,  the  provider  is  paid  promptly  by 
Medicaid,  and  Medicare  funds  are  sub- 
sequently transferred  after  buy-in  status  is 
effectively  recorded. 

Our  agency,  in  its  role  as  a  Medicare  Part 
B  carrier,  also  coordinates  with  the  Medicare 
Part  A  hospital  insurance  intermediary.  Inter- 
mediary contacts  are  maintained  for  proper 
application  of  the  Part  B  deductible,  appro- 
priate allowance  for  hospital  based  ambu- 
lance service,  continuation  of  a  spell  of  ill- 
ness because  of  a  skilled  nursing  home  stay, 
and  coordination  of  hospital  based  special- 
ists' contracts  and  the  reasonable  charges 
applicable  to  those  services.  Coordination 
with  the  Medicare  intermediary  therefore 
avoids  improper  Medicaid  payments  and  pro- 
vides information  about  Part  A  activities, 
enabling  DHS  to  respond  to  beneficiary 
questions. 
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Conclusion 

In  reviewing  our  agency  administration 
and  coordination  of  the  Medicare  and  Medic- 
aid programs  for  the  past  13  years,  we  believe 
the  Oklahoma  DHS  has  produced  innovations 
in  claims  operations  and  processes  which 
benefit  all  participants  in  these  programs. 
However,  we  recognize  that  more  remains  to 
be  done. 

One  of  our  current  projects  is  a  "single 
stream"  claims  processing  system  to  allow 
all  non-institutional  medical  claims  (i.e., 
Medicare  Part  B,  Medicaid,  Crippled  Chil- 
dren, and  Vocational  Rehabilitation)  to  be 
processed  with  a  single  payment  check  and 
a  single  Explanation  of  Medical  Payments 
for  all  provided  services.  This  will  provide 
significant  improvement  in  provider  book- 
keeping, savings  to  DHS,  and  more  explicit 
descriptions  of  all  medical  services  received 
by  recipients.  It  is  anticipated  that  the 


"single  stream"  system  will  be  implemented 
in  the  fall  of  1981. 

We  have  identified  and  described  some  of 
the  benefits  experienced  with  an  integrated 
Medicare  and  Medicaid  claims  process  ad- 
ministered by  a  single  State  agency.  We  con- 
tinue to  recommend  that  other  States  con- 
sider such  a  system. 
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THE  INDIANA  CLAIM  AND  BILL  THRUPUT  ANALYSIS  REPORT 


by  JON  R.  HERBOLD 


Introduction 

State  Medicaid  agencies  readily  under- 
stand the  importance  of  quickly  processing 
and  paying  bills  submitted  to  them  by  the 
numerous  providers  who  give  services  to 
Medicaid  recipients.  Billing  thruput,  the  time 
it  takes  bills  to  pass  through  predetermined 
steps  in  the  adjudication  process,  has  a  sig- 
nificant impact  on  provider  relations,  and, 
consequently,  on  their  satisfaction  with  the 
Medicaid  program.  One  can  reasonably 
expect  providers  to  be  dissatisfied  with  the 
program  if  they  are  not  reimbursed  quickly 
for  services  they've  rendered  in  good  faith; 
slow  payment  also  seriously  impacts  on  pro- 
viders' cash  flow.  The  bottom  line  is  that 
providers  may  reduce  or  curtail  their  future 
participation  in  the  Medicaid  program  as  a 
direct  result  of  thruput  problems. 

Another  compelling  reason  for  States  to 
be  concerned  with  thruput  problems  is  that 
the  Health  Care  Financing  Administration 
(HCFA)  has  established  minimum  thruput 
standards  with  which  States  must  comply  in 
order  to  meet  MMIS  (Medicaid  Management 
Information  System)  certification  require- 
ments and  receive  increased  Federal  fund- 
ing. Failure  to  meet  these  standards  could 
result  in  reduced  Federal  Financial  Participa- 
tion (FFP)  from  75  to  50  percent.  This  reduc- 
tion in  FFP  can  result  in  an  increase  in  State 
financial  obligations  of  up  to  several  million 
dollars  annually. 

States  with  thruput  problems  must  also 
contend  with  intrastate  administrative  and 
legislative  pressures  brought  by  organized 
provider  groups.  Representatives  of  these 
special  interest  groups  maintain  close  liai- 
son with  elected  and  appointed  State  and 
Federal  officials,  and  can  exert  pressure 


against  a  State  Medicaid  agency  for  failing 
to  reimburse  them  promptly  for  services 
they've  provided. 

The  House  Ways  and  Means  Committee 
recognized  the  implications  of  thruput  prob- 
lems when  it  reported  that: 

Undue  delays  in  Medicaid  claims  pay- 
ments contribute  to  the  rise  of  factoring 
arrangements  as  well  as  discourage 
physicians  from  participating  in  the  pro- 
gram (H,  Report  95-393,  Part  1  at  45). 

One  can  readily  recognize,  therefore,  that 
thruput  problems  can  seriously  jeopardize 
provider  participation.  That  which  jeopardizes 
provider  participation  jeopardizes  the  ability 
of  the  Medicaid  program  to  meet  its  objec- 
tive simply  because  the  program  cannot 
function  without  sufficient  numbers  and 
types  of  providers  to  render  services  to  eligi- 
ble recipients. 

This  article  describes  one  of  Indiana's 
methods  for  better  overseeing  its  claims  pay- 
ment process,  the  "Claim  and  Bill  Thruput 
Analysis  Report."  It  is  one  means  for  us  to 
identify  potential  problems  quickly  enough 
to  allow  problem  intervention. 

Background 

On  May  25,  1979,  HCFA  promulgated  42 
CFR  447.45  and  transmitted  it  to  State  agen- 
cies in  HCFA-AT-79-50  (MMB).  This  regula- 
tion established  thruput  standards  for 
"clean"  claims,  and  further,  provided  guide- 
lines and  options  for  defining  critical  terms. 
Before  proceeding  we  need  to  explain  how 
and  why  Indiana  defined  certain  terms  some- 
what differently,  and,  in  some  cases,  more 
stringently  than  the  regulation  required.  It 
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has  always  been  Indiana's  goal  to  achieve 
consistency  in  defining  terms  throughout  its 
Management  and  Reporting  Subsystem 
(MARS,  subpart  of  IMMIS,  Indiana  Medicaid 
Management  Information  System).  Conse- 
quently, Indiana  defines  a  "bill"  and  a 
"claim"  in  much  the  same  way  as  does  the 
Medicaid  Minimum  Data  Set  (MMDS). 

Indiana  defines  a  "bill"  as  each  separate 
billing.  With  the  exception  of  certain  phar- 
macy billings,  this  means  that  each  separate 
sheet  of  paper  is  a  bill.  Pharmacy  billings  for 
legend  and  nonlegend  drugs  are  exceptions 
since  ten  separate  billings  are  allowed  on 
one  document.  Each  of  the  ten  separate 


pharmacy  billings  is  defined  as  a  "bill."  In- 
diana defines  a  "claim"  as  each  separate 
line  item  within  a  "bill." 

42  CFR  447.45  defines  a  "clean  claim"  as 
"one  that  can  be  processed  without  obtain- 
ing additional  information  from  the  provider 
of  service  or  from  a  third  party."  Rather  than 
developing  and  maintaining  a  complex  list  of 
error  and  rejection  codes  to  support  this 
definition,  Indiana  has  operationally  defined 
a  "clean  claim"  as  one  which  has  been  paid. 
This  definition  exceeds  the  minimum  defini- 
tion in  the  regulation.  See  Figure  1  for  a  par- 
tial list  of  Indiana's  definitions  of  these  and 
other  terms  used  in  this  process. 


FIGURE  1:  Definition  of  Terms 


Term  Definition 

15  days  Claims  or  bills  processed  between  zero  and  15  calendar  days. 

30  days  Claims  or  bills  processed  between  zero  and  30  calendar  days. 

45  days  Claims  or  bills  processed  between  zero  and  45  days. 

60  days  Claims  or  bills  processed  between  zero  and  60  days. 

90  days  Claims  or  bills  processed  between  zero  and  90  days. 

180  days  Claims  or  bills  processed  between  zero  and  180  calendar  days. 

365  days  Claims  or  bills  processed  between  zero  and  365  calendar  days. 

365  plus  All  claims  or  bills  that  were  "processed." 

average  days  The  number  of  "processed"  calendar  days  divided  by  the  number  of  claims 

or  bills. 

Bill  Each  separate  billing,  or  sheet  of  paper,  submitted  to  Medicaid  for  reim- 

bursement for  services  with  a  separate  internal  control  number  (ICN).  Phar- 
macy billings  are  the  exception  since  each  "line  item"  receives  its  own 
ICN;  therefore,  pharmacy  or  drug  billings  have  the  same  definition  for  a 
"bill"  and  a  "claim." 

Claim  Each  separate  "line  item"  contained  within  a  "bill." 

Clean  Loosely  defined  as  "any  claim  or  bill  that  is  paid." 

All  Claims  or  All  Bills  All  claims  or  bills  regardless  of  the  presence  of  an  error. 
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42  CFR  447.45  also  defines  thruput  require- 
ments for  clean  claims: 

"These  regulations  set  time  limits  for 
Medicaid  agency  payment  of  claims 
from  practitioners  who  are  in  individual 
or  group  practice  or  who  practice  in 
shared  health  facilities.  For  these  pro- 
viders, an  agency  must  pay— 

(1)  90  percent  of  all  clean  claims  within 
30  days  of  the  date  of  receipt;  and, 

(2)  99  percent  of  all  clean  claims  within 
90  days  of  the  date  of  receipt." 

The  regulation  clearly  implies  that  HCFA 
is  primarily  concerned  that  States  comply 
with  the  thruput  time  frame  requirements. 
State  agencies,  however,  are  left  to  their  own 
devices  to  implement  management  tech- 
niques to  ensure  that  they  are  within  the 
thruput  tolerance  limits.  State  agencies  have 
two  options  available  to  ensure  compliance. 

Options  to  Achieve  Compliance 

The  first  option,  crisis  intervention,  is 
based  on  the  premise  that  corrective  action 
is  appropriate  only  when  there  is  imminent 
danger  of  violating  the  regulation.  While  one 
must  be  aware  of  this  option,  I  reject  this  as 
a  primary  management  technique.  This  phil- 
osophical tenet,  like  radical  surgery,  is  in- 
dicative of  a  very  serious  problem  which  may 
have  critical  repercussions. 

The  second  option,  problem  intervention, 
is  based  on  the  premise  that  corrective  ac- 
tion should  be  taken  before  a  crisis  devel- 


ops. I  support  this  option  since  countermea- 
sures  based  on  problem  intervention  are 
more  constructive  and  much  less  administra- 
tively disruptive.  This  philosophical  tenet, 
therefore,  is  similar  to  preventive  medicine. 
As  one  can  imagine,  the  problem  interven- 
tion process  is  more  complicated;  there  are 
several  variables  which  must  be  considered. 

First,  one  must  develop  a  statistical  base 
which  will  provide  trend  information.  This 
pattern  must  be  sensitive  enough  to  be 
usable  for  regression  analysis;  yet,  there 
must  be  sufficient  evidence  to  desensitize 
the  data  from  aberrant  information.  For  ex- 
ample, provider  billing  cycles  may  cause 
aberrations  for  only  a  few  months  of  the  year. 

Second,  one  must  be  able  to  identify  the 
magnitude  of  the  problem  in  order  to  develop 
countermeasures.  For  example,  a  counter- 
measure  which  addresses  problems  specific 
to  a  given  provider  type  may  not  be  appro- 
priate if  all  providers  are  experiencing  the 
same  problem.  Consequently,  the  statistical 
base  should  minimally  provide  data  by  the 
type  of  billing  form  and  the  type  of  provider. 

Third,  one  must  be  able  to  track  billings 
throughout  the  static  points  of  the  thruput 
process  defined  in  Figure  2. 

Effective  countermeasures  may  be  devel- 
oped by  the  agency  by  recognizing  the  inter- 
relations of  these  variables  and  effecting 
changes  in  them.  For  example,  operational 
improvements  could  be  easily  developed  if 
the  time  required  to  produce  checks  is  ab- 
normally high,  i.e.,  too  many  days  between 
the  adjudication  date  and  the  check  date. 


FIGURE  2:  Static  Points  in  Thruput  Process 


Last  SVC  (Service)  Date 

The  most  recent  service  date  on  the  bill  or  claim. 

Billing  Date 

The  date  the  provider  completed  the  billing  form. 

Receipt  Date 

The  date  the  bill  was  received  by  the  Medicaid  agency. 

ADJ  (Adjudication)  Date 

The  date  of  the  final  decision  to  pay  or  deny  payment  for  the  bill  or  claim. 

Check  Date 

The  date  a  check  was  produced  as  reimbursement  for  services  on  the  bill 

or  claim. 
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Implementation  of  the  Claim 
and  Bill  Thruput  Analysis  Report 

Based  on  the  understanding  of  the  eviden- 
tiary requirements  to  be  in  HCFA-AT-79-50, 
we  developed  a  reporting  methodology  to 
comply.  It  also  satisfies  the  problem  inter- 
vention measures  discussed  already. 

The  Claim  and  Bill  Thruput  Analysis 
Report  is  divided  into  two  broad  analytical 
sections:  type  of  bill  and  type  of  provider. 
The  following  briefly  describes  the  organiza- 
tion of  the  report. 

Section  One— Analysis  Based  on  Type 
of  Bill:  This  section  has  seven  pages  and  pro- 
vides an  analysis  based  on  the  type  of  bill 
submitted,  i.e.,  inpatient  hospital,  outpa- 
tient hospital,  drug,  medical,  and  Medicare 
crossover.  Figure  3  describes  these  types  of 
bills. 

Table  1,  at  end  of  article,  is  an  example  of 
the  first  page  of  the  report.  Section  One  dis- 
tinguishes between  clean  bills  and  all  bills, 
as  well  as  clean  claims  and  all  claims.  Each 
of  the  seven  pages  provides  an  analysis 
based  on  different  adjudication  points:  1)  last 
service  date  to  check  date;  2)  last  service 
date  to  adjudication  date;  3)  last  service  date 
to  receipt  date;  4)  last  service  date  to  bill 
date;  5)  billing  date  to  receipt  date;  6)  receipt 
date  to  adjudication  date;  and,  7)  receipt 
date  to  check  date.  For  example,  Table  1 
shows  an  analysis  of  the  time  between  the 
last  service  date  and  the  check  date  for  clean 


bills  and  all  bills  and  clean  claims  and  all 
claims.  It  shows  that  Indiana  takes  an 
average  of  58  days  to  process  clean  medical 
bills  from  the  last  service  date  to  the  check 
date.  Of  the  58  days,  page  4  of  the  report 
would  show  that  the  provider  takes  about  14 
days  to  complete  the  billing  form,  i.e.,  the 
last  service  date  to  billing  date.  Page  5  would 
show  a  17  day  lapse  from  the  billing  date  un- 
til it  is  received  by  Medicaid.  The  Indiana 
Medicaid  agency  takes  25  days  to  pay  the 
provider  from  the  time  the  bill  is  received. 

Section  Two— Analysis  Based  on  Type 
of  Provider:  This  section  of  the  report  pro- 
vides an  "all  claims"  analysis  based  on 
institutional  and  noninstitutional  type  of  pro- 
vider. (Figures  4  and  5  identify  the  providers 
included  in  each  category.) 

Section  Two  is  similar  to  the  Section  One 
analysis  except  that  thruput  points  are  iden- 
tified as  subcategories  of  each  provider  type. 
This  section  is  vital  for  determining  exactly 
where  and  to  what  extent  a  thruput  problem 
is  occurring.  It  also  assists  analysts  in  deter- 
mining why  a  problem  exists.  In  the  Section 
One  discussion,  it  was  shown  that  58  days 
are  required  to  process  clean  medical  bill- 
ings. At  that  point  in  the  analysis,  one  could 
reasonably  conclude  that  there  may  be  a 
problem  with  the  billing  form  itself,  e.g.,  the 
form  is  too  complicated,  the  instructions  for 
completing  the  form  are  ambiguous,  etc. 
Section  Two  analysis,  however,  tends  to 
disprove  a  problem  with  the  form  itself. 


FIGURE  3:  Types  of  Bills 


Term 


Definition 


Inpatient  Hospital 
Billing  Form 


Used  by  chronic  and  acute  institutional  facilities  for  inpatient  services 
(e.g.,  hospitals,  nursing  homes,  etc.). 


Outpatient  Hospital  Used  by  hospitals  for  outpatient  services. 
Billing  Form 


Drug  Billing  Form 


Used  by  pharmacists  for  legend  and  non-legend  drugs. 


Medical  Billing  Form    Used  by  all  other  provider  types,  or  for  all  other  services  not  identified 

above. 


Medicare— Crossover  Used  for  billings  received  from  Medicare  as  a  result  of  the  crossover 
Billing  Form  process. 
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FIGURE  4:  Institutional  Providers 


The  processing  cycle  for  institutional  pro- 
vider types  is  contained  on  pages  8  through 
11  of  the  report.  Institutional  provider  types 
are: 

1.  Home  Health  Agencies 

2.  General  Hospitals 

3.  General  Hospitals  with  Nursing  Home 

4.  Psychiatric  Hospitals 

5.  Skilled  Nursing  Homes 

6.  Intermediate  Care  Nursing  Homes 

7.  Intermediate  Nursing  Homes  for  the 

Mentally  Retarded 

8.  Skilled-Pediatric  Nursing  Homes 

9.  Intermediate-Inclusive  Nursing  Homes 
10.  Residential  Care  Facilities 


FIGURE  5:  Service,  Supply,  and  All  Other 
Providers 


The  processing  cycle  for  all  claims,  exclud- 
ing Medicare  crossover  claims,  for  service 
providers  is  contained  on  pages  12  through 
18.  The  provider  types  are: 

1.  Audiologists 

2.  Chiropractors 

3.  Christian  Science  Sanitoriums 

4.  Independent  Clinics 

5.  Outpatient  Psychiatric  Clinics 

6.  Dentists 

7.  Dispensing  Opticians 

8.  Family  Planning  Agencies 

9.  Health  Maintenance  Organizations 

10.  Independent  Labs  and  X-rays 

11.  Community  Mental  Health  Centers 

12.  Private  Nurses 

13.  Optometrists 

14.  Osteopaths 

15.  Pharmacists 

16.  Physicians 

17.  Podiatrists 

18.  Psychologists 

19.  Transportation,  Medical 

20.  Independent  Physical  Therapists 

21.  Independent  Speech  Therapists 


The  processing  cycle  for  all  claims,  exclud- 
ing Medicare  crossover  claims,  for  services 
providers  is  contained  on  page  19.  The  pro- 
vider types  are: 

1.  Medical  Equipment  Supplies 

2.  Prosthetic  Device  Supplies 

3.  Hearing  Aid  Dealers 

The  processing  cycle  for  all  claims,  exclud- 
ing Medicare  crossover  claims,  for  providers 
not  specified  above,  is  shown  on  page  20. 


Table  2,  at  end  of  article,  is  an  example  of 
page  17  in  Section  Two  of  the  report;  it 
analyzes  thruput  for  physicians',  podiatrists', 
and  psychologists'  billings.  Under  the  head- 
ing "physicians"  on  Table  2,  one  can  see 
that  there  is  an  average  of  75  days  between 
the  last  service  date  to  the  check  date.  It  also 
shows  an  average  of  49  days  between  the 
last  service  date  and  the  receipt  date.  A  re- 
cent analysis  of  the  causes  shows  that  the 
49  day  lapse  between  the  service  date  and 
the  date  of  receipt  by  the  Medicaid  agency  is 
the  result  of  providers'  billing  third  parties 
prior  to  billing  Medicaid.  Further,  another  26 
days  is  required  to  adjudicate  and  pay  the 
claims,  and  this  is  really  the  only  time  period 
a  State  Medicaid  agency  controls.  Since  In- 
diana operates  under  the  cost  avoidance 
principle,  the  26  day  lapse  is  required  to  en- 
sure that  third  party  payments  are  exhausted 
prior  to  a  payment  by  Medicaid.  The  49  days 
are  more  directly  controlled  by  the  providers. 

The  earlier  discussion  of  Table  1,  which 
described  the  Section  One  analysis,  identi- 
fied a  potential  problem  area,  and  the  discus- 
sion of  Section  Two  identified  a  provider 
type,  i.e.,  physicians,  which  significantly 
contributed  to  the  problem.  Further  analysis 
identified  the  cause.  Countermeasures  which 
will  decrease  the  thruput  time  while  still 
maintaining  the  integrity  of  the  third  party 
liability  cost  avoidance  principle  are  current- 
ly being  developed. 

Conclusion 

Indiana  produces  the  report  each  month 
and  reviews  it  to  isolate  significant  prob- 
lems. If  such  problems  are  identified,  we 
recommend  further  analysis  and  research. 
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The  report  can  also  be  used  to  show  pro- 
viders where  specific  gaps  occur,  some  of 
which  are  directly  their  responsibility. 

An  understanding  of  this  thruput  report 
enables  one  to  develop  effective  counter- 
measures  by  providing  direction  toward  the 
most  important  questions  that  must  be  an- 
swered. Indiana's  use  of  this  report  led  to  an 
extensive  review  of  the  billing  form  itself  and 
the  various  edits  used  in  the  computerized 
claims  processing  system.  As  a  result  of  this 
analysis,  the  billing  form  is  being  revised;  a 
new  coding  scheme  will  be  used  to  inform 
providers  of  third  party  insurance  coverage; 
and,  the  system  edits  are  undergoing  exten- 
sive review.  It  is  anticipated  that  these  il- 
lustrative countermeasures  will  result  in  a 
faster  adjudication  process  while  increasing 
the  integrity  of  the  overall  system. 

After  examining  the  report  carefully,  the 
reader  will  recognize  its  subtlety.  This  is  a 
highly  complex  report  which  provides  both  a 
general  overview  and  a  detailed  analysis. 


The  report  is  useful  for  crisis  and  problem  in- 
tervention. One  will  also  see  that  the  balanc- 
ing of  information  in  one  part  of  the  report 
with  information  in  another  part  is  extremely 
delicate. 
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RADAR 

Research  and  Demonstration  Activity  Report 


Congressional  Study  of  Medicare 

This  report  by  the  Select  Committee  on 
Aging,  House  of  Representatives,  examines 
the  effectiveness  of  today's  Medicare  pro- 
gram. It  analyzes  Medicare's  strengths  and 
weaknesses,  and  the  attitudes  of  the 
nation's  24  million  senior  citizens  toward 
Medicare.  It  also  offers  recommendations  to 
resolve  identified  problems  and  to  strengthen 
the  program.  The  report  contains  excerpts 
from,  and  is  based  upon  thousands  of  let- 
ters to  Congress  from  senior  Americans,  pre- 
vious Medicare  hearings  and  reports,  findings 
from  questionnaires  sent  to  senior  citizens 
and  providers,  and,  of  course,  hearings  con- 
ducted for  this  report. 

The  report  indicates  senior  citizens  over- 
whelmingly believe  Medicare  has  been  a  suc- 
cess and  there  is  no  support  among  them  for 
its  abolishment.  However,  seniors  do  feel 
that  Medicare  benefits  have  been  shrinking 
rapidly.  There  is  a  growing  gap  in  their  per- 
ception of  what  Medicare  will  cover  and  what 
it  actually  does  cover.  Many  of  the  elderly 
mistakenly  believe  it  will  cover  all,  or  at  least 
80  percent,  of  their  health  costs.  The  report 
indicates  that  Medicare  is  paying  about  10 
percent  less  of  senior  citizens'  health  bills  in 
1980  than  it  paid  at  inception  in  1966,  when 
Medicare  was  paying  about  50  percent  of  the 
total  per  capita  health  care  costs  of  the 
elderly.  After  deducting  the  premiums  paid 
for  Part  B  of  Medicare,  the  program  paid  only 
about  40  percent  of  the  1980  total.  The  statis- 
tics cited  also  indicate  that,  as  in  1966, 
seniors  pay  about  50  percent  of  their  own 


health  bills.  The  remaining  10  percent  is  con- 
tinually being  shifted  to  Medicaid. 

The  elderly  believe  that  the  reduction  in 
Medicare  benefits  causes  them  several  prob- 
lems. First,  they  feel  they  have  been  denied 
benefits  promised  by  Congress.  Second,  be- 
cause they  are  not  receiving  as  many  bene- 
fits as  they  believe  they  need,  they  are  forced 
onto  Medicaid,  which  they  view  negatively. 
They  feel  it  is  a  form  of  charity  and  the  ser- 
vices available  under  Medicaid  are  often  of 
lesser  quality  than  those  provided  under 
Medicare.  Third,  there  has  been  severe 
psychological  damage  to  the  elderly  caused 
by  their  perception  of  Medicare  as  some- 
thing worked  for  and  earned,  as  opposed  to 
the  perception  that  Medicaid  is  a  handout  for 
indigents. 

In  addition,  the  elderly  see  Medicare  pay- 
ing less  and  less  of  their  health  care  bills, 
while  it  costs  them  more  and  more  in 
premiums,  deductibles,  and  coinsurance. 
They  live  in  fear  of  getting  sick,  going  broke, 
going  into  a  nursing  home,  going  on  welfare, 
or  becoming  dependent  on  their  family. 

The  primary  request  made  by  senior  citi- 
zens is  for  Congress  to  do  something  to  en- 
courage physicians  to  accept  assignment 
for  Medicare  Part  B  costs.  All  Part  A  hospital 
costs  are  paid  directly  to  the  provider  of 
Medicare  services.  Under  Part  B,  payments 
can  either  be  made  to  the  beneficiary  or  to 
the  doctor,  if  he/she  is  willing  to  accept 
assignment.  This  is  important  because  Medi- 
care pays  about  75  percent  of  senior  citizens' 
hospital  (Part  A)  costs  but  only  about  55  per- 
cent of  their  doctor  (Part  B)  bills.  When  a 
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physician  accepts  assignment,  the  physician 
bills  Medicare  directly  and  accepts  the  rea- 
sonable charge  determination  by  Medicare 
as  payment  in  full  (with  the  beneficiary's 
deductible  and  coinsurance  amounts)  for  his/ 
her  services,  even  if  less  than  what  the  physi- 
cian charged.  The  committee  found  that  low 
Medicare  reimbursement  and  red  tape  have 
reduced  the  number  of  physicians  willing  to 
accept  assignment,  making  it  increasingly 
difficult  for  elderly  patients.  In  1966,  two  of 
every  three  physicians  accepted  Medicare 
assignment.  Today,  less  than  one  of  every 
two  doctors  in  the  program  will  do  so. 

To  the  elderly,  the  most  aggravating  part 
of  Medicare  is  the  responsibility  they  have  to 
bill  Medicare  when  physicians  refuse  to  ac- 
cept assignment.  The  elderly  feel  they  are 
being  cheated,  not  by  doctors,  but  by  Medi- 
care. They  do  not  understand  the  Part  B  "rea- 
sonable charges"  concept,  as  opposed  to  a 
doctor's  actual  charge.  All  they  know  is  they 
must  pay  cash  on  a  $35  bill,  fill  out  forms, 
wait  about  two  months,  and  then  they  may 
only  receive  $15  from  Medicare,  or  nothing,  if 
they  haven't  met  the  annual  Part  B  deduc- 
tible. 

Recommendations:  One  of  the  bills  recom- 
mended by  this  report,  H.R.  7765,  the  Omni- 
bus Reconciliation  Act  of  1980,  has  been  en- 
acted. It  includes  many  provisions  which 
widen  beneficiary  coverage  and  remove  sev- 
eral barriers  to  services.  For  example,  it 
provides  for  unlimited  home  health  visits 
(previously  limited  to  100  visits  per  year), 
eliminates  the  three  day  prior  hospital  stay 
requirement  under  Part  A  for  home  health 
services,  eliminates  the  $60  deductible  for 
home  health  benefits  under  Part  B,  and  pro- 
vides for  new  sanctions  which  can  be  brought 
against  nursing  homes  as  an  alternative  to 
terminating  all  Medicare  and  Medicaid  pay- 
ments through  decertification. 

Another  committee  recommendation  is  to 
repeal  the  $52  a  day  deductible  applicable 
under  Part  A  for  the  61st  through  the  90th  day 
of  hospitalization.  The  committee  believes 
this  would  not  be  very  costly,  because  very 
few  elderly  are  hospitalized  for  60  consecu- 
tive days,  and  it  would  help  the  elderly  by 
eliminating  one  of  Medicare's  most  confus- 
ing provisions. 


Tax  incentives  to  encourage  physicians  to 
accept  assignment  are  also  recommended. 
The  report  suggests  amendment  of  the  Inter- 
nal Revenue  Codes  to  allow  physicians 
agreeing  to  accept  assignment  from  all  their 
Medicare  patients  and  who  receive  at  least 
$10,000  in  Medicare  payments  to  deduct  a 
certain  portion  of  their  Medicare  receipts 
from  their  reportable  income. 

The  committee  also  recommends  the  en- 
actment of  Federal  legislation  to  increase 
home  health  benefits  and  nursing  home 
coverage,  and  to  cover  eyeglasses,  hearing 
aids,  biannual  physical  examinations,  dental 
care,  and  outpatient  prescription  drugs, 
which  are  not  covered  under  Medicare.  It  is 
contended  that  this  could  be  done  through 
the  establishment  of  a  new  self  financing, 
voluntary  Part  C  of  Medicare  which  could  be 
funded,  in  part,  by  a  premium  equal  to  the 
Part  B  premium.  The  additional  needed  reve- 
nues could  be  raised  through  a  small  excise 
tax  on  alcohol  and  tobacco  or,  if  necessary, 
through  general  revenues. 

Other  ways  discussed  of  funding  the  bene- 
fit increases  are  reducing  program  fraud  and 
abuse  through  aggressive  fraud  detection 
programs,  which  could  be  established  in  the 
Justice  Department,  reducing  unnecessary 
hospital  stays,  and  encouraging  alternatives 
to  institutionalization. 

Copies  of  this  report,  Medicare  After  15 
Years:  Has  it  Become  a  Broken  Promise  to 
the  Elderly?  Report  (With  Supplemental 
Views)  by  the  Select  Committee  on  Aging, 
U.S.  House  of  Representatives,  Ninety-Sixth 
Congress,  Second  Session,  Comm.  Pub.  No. 
96-245,  November  1 7,  1980,  are  for  sale  by  the 
Superintendent  of  Documents,  U.S.  Govern- 
ment Printing  Office,  Washington,  D.C. 
20402. 

Health  Industry  Antitrust 
Enforcement 

This  article  discusses  the  recent  move- 
ment to  enforce  antitrust  laws  in  the  health 
care  sector.  Inconsistencies  between  anti- 
trust authorities'  objectives,  and  current  and 
emerging  HHS  health  policies  are  pointed 
out,  as  is  the  role  organized  medicine  has 
played  in  shaping  the  economics  of  medical 
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practice  to  its  liking.  The  restraints  this  has 
placed  on  the  development  of  the  health  care 
financing  system  are  also  detailed.  Much  of 
the  paper  deals  with  several  antitrust  prin- 
ciples the  author  believes  are  needed  to 
reform  the  medical  services  industry  to  break 
up  "anticompetitive  combinations." 

Efforts  to  enforce  antitrust  principles  in 
health  care  began  in  earnest  in  1975  after  the 
Supreme  Court  ruled  that  the  "learned  pro- 
fessions" are  not  exempt  from  antitrust 
rules.  That  decision,  plus  concerns  about  in- 
flation in  health  care  costs,  led  to  the  Fed- 
eral Trade  Commission  (FTC)  focusing  on 
the  health  industry.  Due  to  the  discovery  of 
many  actionable  restraints  of  trade,  the  FTC 
has  continued  its  stepped  up  commitment. 
The  Justice  Department's  Antitrust  Division, 
though  less  involved,  has  also  provided  ad- 
vice to  the  Department.  There  have  also  been 
some  significant  health  care  antitrust  ac- 
tions by  several  States'  attorneys  general. 

Federal  antitrust  authorities  neglected  the 
health  sector  prior  to  the  1975  Supreme 
Court  decision  for  several  reasons.  They 
recognized  a  possible  implied  exemption  for 
the  medical  profession,  they  had  doubts  con- 
cerning their  jurisdiction,  and  they  lacked  ex- 
pertise about  the  industry  and  its  short- 
comings. Finally,  without  close  antitrust 
scrutiny,  many  anticompetitive  practices 
and  institutions  became  entrenched.  They 
seemed  to  be  natural  and  beneficial,  as  they 
were  consistently  justified  in  terms  of  quality 
assurance,  professionalism,  and  traditional 
doctor-patient  relations.  These  established 
practices  and  institutions  are  no  longer  be- 
ing accepted  by  antitrust  lawyers  skeptical 
of  conventional  explanations  and  justifica- 
tions for  the  absence  of  competition  in  the 
health  services  industry. 

The  author  asserts  that  the  medical  profes- 
sion has  reacted  with  displeasure  to  current 
antitrust  efforts,  which  they  fear  will  prove 
insensitive  to  the  special  features  of  the 
health  industry,  particularly  the  quality  of 
care  problem  and  the  profession's  self  regu- 
latory responsibilities.  Although  antitrust 
agencies  are  leading  advocates  of  deregula- 
tion in  the  economy,  there  is  a  trend  toward 
regulating  the  health  sector.  Because  anti- 
trust law  and  its  underlying  policy  of  compe- 
tition contemplate  neither  the  perpetuation 


of  the  status  quo  nor  an  increase  in  govern- 
mental power,  they  appeal  politically  as 
vehicles  of  major  reform.  These  factors,  the 
author  says,  seem  likely  to  cast  antitrust 
agencies  unwillingly  into  larger  roles  than 
they  want,  or  perhaps  can  fill. 

It  is  indicated  that  enforcement  agencies 
are  uncertain  as  to  how  far  or  how  hard  to 
push  regarding  market  forces.  There  have 
been  few  actions  concerning  matters  that  af- 
fect quality  of  care.  This  situation  is  expected 
to  continue  as  antitrust  enforcers  recognize 
that  significant  problems  occur  when  at- 
tempts are  made  to  phase  competition  into  a 
market  where  it  has  been  absent.  In  addition, 
antitrust  enforcers  might  conclude  that 
weakening  certain  profession  sponsored  con- 
trols would  be  undesirable  until  competitive 
institutions  are  in  place  and  can  assume 
responsibilities  on  a  more  decentralized 
basis.  However,  they  have  to  be  concerned 
about  the  possibility  that  the  existence  of 
such  controls  may,  directly  or  indirectly,  pre- 
vent the  desired  competitive  developments. 

The  antitrust  agencies'  lack  of  enthusiasm 
for  the  health  industry's  efforts  to  police  itself 
lies  in  the  law  itself.  Now,  after  the  Supreme 
Court  decision,  prosecutors  are  left  only 
limited  discretion  in  evaluating  collaborative 
activities  among  competitors.  It  is  now  pre- 
sumed that  competition  is  required,  whether 
or  not  desirable  in  a  particular  circumstance, 
unless  Congress  or  a  State  legislature  has 
otherwise  decreed.  However,  agencies  are 
allowed  discretion  to  choose  their  targets 
(allocate  enforcement  resources)  based  on 
probable  gains  to  the  public  welfare,  the 
author  points  out. 

The  issues  in  antitrust  cases  center 
around  whether  certain  activities  have  signif- 
icantly impaired  competition  with  respect  to 
price  or  output,  or  have  appreciably  restrained 
market  entry  or  competitive  innovation.  Any 
self  regulatory  activities  must  be  justified  on 
the  basis  that  the  competitive  process  is 
strengthened  (e.g.,  certification  and  accredi- 
tation programs  that  give  consumers  reliable 
information  to  help  them  make  informed  pur- 
chase decisions). 

The  profession's  dominant  premise  for 
their  reforms  in  the  financing  and  delivery  of 
medical  care  has  been  that  the  public  should 
look  to  them— the   professionals— rather 
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than  to  individual  competitive  behavior,  for 
solutions  to  any  existing  problems.  However, 
traditional  antitrust  doctrine  rejects  the 
premise  that  industry  wide  groups  can  serve 
as  unbiased  arbiters  of  price,  quantity,  qual- 
ity, and  other  economic  matters.  Instead, 
doctrine  demands  that  decisions  on  such 
matters  be  made  on  a  decentralized  competi- 
tive basis,  by  producers  whose  ability  to  fur- 
ther their  own  interests  is  checked  by  the 
need  to  satisfy  consumers,  even  when  it  is 
unclear  whether  market  forces  can  be  imme- 
diately or  totally  effective. 

Early  Enforcement  Initiatives:  As  stated, 
prior  to  1975,  antitrust  policy  in  the  health  in- 
dustry was  negligible  and  competitive  prin- 
ciples were  not  enforced.  After  the  Supreme 
Court  decision,  antitrust  prosecutors  and 
economists  quickly  identified  certain  prac- 
tices that  seemed  worthy  of  attention.  The 
paper  identifies  these  as  "knee-jerk"  reac- 
tions, not  part  of  a  carefully  planned  strat- 
egy, but  states  the  targets  were  usually 
reasonable  and  no  important  mistakes  were 
made.  Most  of  the  enforcement  agencies'  ac- 
tions were  found  "right  for  the  wrong 
reasons." 

One  early  initiative  still  under  appeal  is  the 
FTC's  complaints  against  the  AMA  and  two 
Connecticut  medical  societies  charging 
unlawful  restrictions  on  competitive  adver- 
tising. Competitors  who  agree  not  to  adver- 
tise violate  antitrust  principles  because  this 
could  lead  to  withholding  information  valu- 
able to  consumers. 

Antitrust  enforcers  also  began  to  look  for 
price  fixing  activities.  One  such  activity  con- 
cerns professional  sponsorship  of  "relative 
value  studies"  (RVS),  tables  assigning 
numerical  weights  to  medical  procedures  to 
indicate  the  proportional  relation  of  each 
procedure  to  all  others  on  the  list.  An  RVS  is 
not  a  fee  schedule,  but  can  be  turned  into 
one  by  multiplying  each  item  by  a  dollar  con- 
version factor.  A  number  of  RVS  have  been 
enjoined  or  subjected  to  FTC  orders  because 
they  have  been  used  to  identify  and  chastise 
price  cutters,  and  to  facilitate  overt  price  fix- 
ing. (Explicit  fee  schedules  are  illegal.) 

Antitrust  authorities  also  considered  the 
medical  profession's  direct  participation  in 
the  management  of  most  Blue  Shield  plans 


as  price  fixing  and  a  conflict  of  interest, 
because  they  participate  in  controlling  a 
plan  that  sets  their  fees. 

Current  Antitrust  Enforcement  Agenda: 

Numerous  health  industry  antitrust  enforce- 
ment actions  are  discussed  and  analyzed  in 
this  paper.  The  first  actions  covered  are  boy- 
cotts and  related  restraints.  A  boycott  (e.g., 
concerted  refusal  to  deal  with  financing 
plans  that  adopt  cost  containment  measures 
which  threaten  professional  interests)  is  the 
medical  profession's  ultimate  defensive 
weapon.  Boycotts  aimed  at  physicians  or 
other  providers  who  cooperate  with  HMOs  or 
other  innovative  programs  often  violate  anti- 
trust laws,  unless  the  striking  providers  are 
employees  of  the  target  enterprise  and  can 
claim  the  antitrust  exemption  granted  labor 
organizations.  The  FTC  recently  began  filing 
complaints  in  cases  of  this  kind.  For  exam- 
ple, the  FTC  has  charged  that  a  Michigan 
State  medical  society  has  sought  to  per- 
suade its  members  to  withdraw  from  an  in- 
dependent Blue  Shield  plan  that  undertook 
"unwanted"  cost  containment  initiatives. 
Such  cases  are  designed  to  discourage 
retaliatory  efforts  by  providers,  and  encour- 
age third  parties  who  previously  feared  to  of- 
fend physicians.  Policy  statements  from  pro- 
fessional organizations  that  inspire  boycotts 
are  unlawful  because  they  restrain  private 
innovation  and  should  be  subject  to  sanc- 
tion, in  order  to  protect  consumer  interests. 

Also  discussed  is  collective  bargaining. 
Medical  organizations  have  long  maintained 
the  right  to  deal  as  a  group  with  third  parties, 
and  to  approve  or  disapprove  cost  contain- 
ment measures.  Third  parties  have  often 
accepted  these  organizations  as  doctors' 
bargaining  agents  because  of  the  fear  of 
boycott  or  other  unpleasantness,  should 
they  refuse  to  do  so.  The  Michigan  FTC  com- 
plaint resulted  in  the  physicians  seeking 
collective  negotiations,  which  the  Commis- 
sion is  also  attempting  to  enjoin.  Even  when 
voluntary,  collective  bargaining  by  groups  of 
competitors  not  entitled  to  form  an  exempt 
labor  organization  violates  the  law.  Such 
bargaining  stands  in  the  way  of  independent 
initiatives  that  health  care  financing  plans 
might  take  on  the  consumer's  behalf.  This 
stance  also  forecloses  third  party  efforts  to 
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obtain  provider  services  on  competitively 
negotiated  terms.  Comparable  collective 
bargaining  by  hospitals  with  Blue  Cross 
plans  over  cost  reimbursement  formulas  is 
cited  as  "an  attractive  antitrust  target  "  with 
the  Blue  Cross  plan  being  considered  a  co- 
conspirator. The  author  suggests  opening 
the  market,  particularly  large  employment 
groups,  to  competing  plans,  perhaps  orga- 
nized by  groups  of  dissatisfied  providers,  as 
competition  could  help  protect  providers  and 
consumers  from  exploitation. 

Conclusion:  The  author  believes  the  activ- 
ities of  the  organized  professions  must  be 
opened  to  antitrust  scrutiny,  that  profession 
dominated  reforms  adversely  affecting  the 
competitive  market  for  professional  services 
are  unlawful,  despite  their  benign  purpose 
and  beneficial  impact.  Although  there  will  be 
some  temporary  setbacks  in  the  courts,  he 
feels  that  most  of  the  medical  profession's 
historic  defenses  against  effective  competi- 
tion should  be  recognized  by  the  courts  as 
unlawful  restraints  of  trade.  The  most  crucial 
issues  raised  are  the  means  by  which  orga- 
nized health  care  providers  have  systemati- 
cally restricted  private  health  financing 
plans  to  the  passive  role  of  third  party  payor, 
thus  preventing  them  from  acting  as  pur- 
chasing agents  for,  or  in  the  financial  in- 
terest of,  the  consumer.  To  successfully  con- 
front these  issues,  antitrust  enforcers  must 
become  fully  educated,  and,  in  turn,  educate 
the  courts  to  the  importance  of  vigorous 
competitive  bargaining  between  health 
plans  and  competing  providers.  Such  compe- 
titive bargaining  should  favorably  impact  on 
prices  and  force  providers  to  accept  mean- 
ingful oversight  of  their  utilization  patterns. 

The  full  import  of  the  antitrust  effort  in  the 
health  sector  is  not  yet  clear,  but  the  author 
believes  that  antitrust  law  can  be  established 
as  a  succinct  check  on  the  medical  profes- 
sion's power  to  shape  its  economic  environ- 
ment. Policy  can  be  directed  toward  the 
possibility  that  market  forces  can  prevent  un- 
warranted cost  escalation,  and  can  be  used 
to  improve  consumer  choice,  and  toward  the 
use  of  private  incentives  for  resource  alloca- 
tion. 

Only  a  small  band  of  antitrust  enforcers 
exist  to  take  on  a  huge  and  fragmented  in- 
dustry in  which  anticompetitive  traditions 


run  deep,  the  writer  points  out.  Because  the 
author  believes  the  amount  of  antitrust  en- 
forcement necessary  is  so  great,  he  con- 
cludes that  the  FTC  will  be  unable  to  resolve 
many  existing  problems.  They  may  only  be 
able  to  choose  several  cases  as  object 
lessons,  issue  staff  studies  conceptualizing 
the  issues  in  such  areas,  and  report  on  the 
FTC's  already  extensive  inquiries.  One 
objective,  he  asserts,  should  be  to  lay  the 
groundwork  for  private  litigation  which 
could  have  considerable  deterrent  power 
and,  in  the  long  run,  may  be  the  best 
mechanism  for  bringing  abuses  to  light. 

Because  the  enforcement  agencies  were 
initially  unable  to  sort  out  the  more  impor- 
tant cases  from  the  less  important,  they 
made  more  questionable  decisions  in  deploy- 
ing their  limited  resources.  The  FTC  has  be- 
come more  sophisticated  and  is  now  able  to 
focus  their  enforcement  priorities  more  ef- 
fectively, he  goes  on.  This  new  focus  is  on 
improving  competitive  conditions  so  that  pri- 
vately initiated  change  can  occur  in  the 
health  care  financing  system,  along  with  the 
recognition  that  the  traditional  forms  of  pri- 
vate health  care  financing  are  not  inevitable 
but  were  adopted,  in  part,  due  to  the  power  of 
organized  medicine.  He  also  believes  that 
private  incentives  to  control  costs  are  strong 
enough  to  cause  significant  change  in  private 
financing  techniques  if  innovation  is  not 
restrained  by  provider  interests  (e.g.,  physi- 
cians) who  have  a  stake  in  keeping  the  status 
quo. 

Despite  the  many  obstacles  identified,  the 
author  views  competition  in  the  health  care 
field  as  a  viable  idea.  HMOs  have  demon- 
strated a  capacity  to  provide  good  care  for 
less  money  in  the  private  sector.  An  FTC 
study  suggests  that  competition  from  HMOs 
also  serves  to  stimulate  other  areas  of  the 
private  sector  to  do  more  to  contain  costs.  In 
addition,  savings  realized  by  HMOs  are  not 
due  to  any  particular  form  of  organization, 
but  are  the  result  of  the  competition  HMOs 
face  in  setting  premiums.  Also,  FTC  antitrust 
enforcement  and  advocacy  of  competition 
are  helping  to  accelerate  private  sector 
changes  in  health  policy. 

This  paper,  "Antitrust  Enforcement  in  the 
Medical  Services  Industry:  What  Does  It  All 
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Group  Practice  Consulting  Patterns 

The  cost  containment  possibilities  of 
group  practice  led  an  assistant  professor  of 
health  administration  and  an  information 
systems  designer  to  study  prepaid  groups  in 
hospital  settings.  This  1977  study  examined 
the  effect  of  group  practices  on  informal 
physican  relationships.  The  researchers 
reviewed  physician  patterns  of  within  hospi- 
tal consultations  in  two  forms  of  group  prac- 
tice, fee-for-service  and  prepaid,  to  gauge 
how  the  practice  arrangements  and  structure 
of  each  group  might  affect  consulting  pat- 
terns. The  analysis  focuses  on  the  frequency 
and  reciprocity  with  which  physicians  both 
requested  and  rendered  consultations  within 
and  outside  their  group. 

The  study  was  conducted  in  a  major  550 
bed  Denver  hospital  where  three  categories 
of  physicians  practiced:  (1)  those  in  major 
prepaid  group  practice  (PPG);  (2)  those  in  ma- 
jor fee-for-service  group  practice  (FFS);  and 
(3)  unaffiliated  physicians  (UA),  most  in  solo 
practice.  In  addition,  there  were  a  large  num- 
ber of  medical  residents  who  were  potential 
consultants  for  the  hospital  medical  staff. 
During  the  course  of  the  study,  physicians  in 
the  two  group  practices  admitted  more  than 
90  percent  of  their  patients  needing  such 
care  to  this  hospital.  Several  other  metropoli- 
tan hospitals  provided  residual,  specialty 
services  to  the  two  group  practices. 

The  two  group  practices  differed  in  how 
long  they  existed  as  a  group,  how  long  they 
were  formally  affiliated  with  the  hospital, 
and  in  their  mechanisms  for  reimbursement. 
The  fee-for-service  group  was  established  in 
1956,  while  the  prepaid  group  was  not  estab- 
lished until  1969.  The  PPG  physicians  were 
paid  on  a  capitation  basis  plus  limited 
bonuses.  The  FFS  group  physicians,  if  full 


partners,  were  paid  a  percentage  of  net 
group  revenues,  adjusted  for  individual  pro- 
ductivity (defined  in  terms  of  the  production 
of  revenue  generating  services);  if  new  to  the 
group,  physicians  were  salaried.  In  addition, 
the  PPG  physicians  were  somewhat  younger 
(collectively)  than  the  FFS  group.  The  com- 
parative youth  of  PPG  physicians  and  their 
more  recent  affiliation  with  the  hospital  may 
have  hampered  establishing  colleague  rela- 
tionships within  the  hospital  medical  staff. 

"Social"  and  "economic  exchanges"  were 
used  to  characterize  the  informal  relation- 
ships among  physicians.  Social  exchanges 
involve  explicit  expectations  of  reciprocity 
grounded  in  mutual  trust,  the  rewards  of 
which  tend  to  be  social  (e.g.,  conferring 
respect  by  requesting  expert  advice— a  con- 
sultation). Social  exchange  is  usually 
diffuse,  imprecise,  and  highly  personal.  Eco- 
nomic exchange  is  typified  by  explicit  under- 
standings and  impersonal  expectations  con- 
cerning economic  rewards  (e.g.,  payment  of 
a  fee). 

Earlier  studies  by  other  researchers  em- 
phasized the  business  aspects  of  physician 
interrelationships  by  trying  to  determine  on 
whom  a  physician  depends  for  patient  refer- 
ral—clients or  colleagues.  The  researchers 
also  commented  on  other  authors'  studies 
which  emphasized  the  social  aspects  of  phy- 
sician exchange,  suggesting  that  enhance- 
ment of  status  serves  as  a  reward  in  some 
exchanges,  and  status  expectations  condi- 
tion a  physician's  perception  of  other 
rewards  and  costs  inherent  in  an  exchange 
relationship.  The  authors  believe  interphysi- 
cian  exchange  combines  both  economic  and 
social  exchange  concepts.  They  refer  to  this 
as  "colleague  exchange." 

Study  Expectations:  Because  of  group  con- 
straints, and  because  exchange  within  a 
group  benefits  a  group,  the  authors  expected 
to  find  the  fee-for-service  group  practice 
building  their  colleague  network  inward.  An 
increase  in  consultations  within  the  group 
would  obviously  generate  a  higher  level  of 
group  income. 

It  was  also  theorized  that  affiliation  with 
prepaid  group  practice,  given  its  cost  control 
possibilities  (the  absence  of  incentive  to  pro- 
mote unnecessary  utilization  of  physician 
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services),  minimizes  the  economic  rewards 
inherent  in  informal  physician  exchange.  A 
high  frequency  of  colleague  exchange  (inside 
or  outside  the  group)  was  not  expected  from 
PPG  physicians  because  neither  their  prac- 
tice nor  their  net  revenue  is  directly  depen- 
dent upon  colleague  exchange. 

Also,  because  of  the  non-traditional  as- 
pects of  group  practice,  particularly  prepaid, 
reciprocal  exchange  of  consultation  requests 
was  not  expected  between  group  practice 
physicians  and  other  physician  colleagues. 
Reciprocity  for  prepaid  group  physicians 
was  not  expected  to  be  high  because  of  their 
lack  of  incentive  to  engage  in  network  build- 
ing. 

The  researchers  expected  that  affiliation 
with  group  practice  would  tend  to  shift  col- 
league exchange  relationships  away  from 
the  social  to  the  economic.  Thus,  as  medical 
practice  becomes  more  formally  organized, 
interphysician  exchange  relationships  are 
expected  to  become  more  formal,  based  less 
on  the  implicit,  personal  understanding  char- 
acteristic of  traditional  practice.  An  explana- 
tion of  this  shift  may  be  that  organized  physi- 
cian settings  result  in  exchanges  becoming 
organizational,  and  interpersonal,  leading  to 
greater  formality  in  referral  and  consultation 
channels. 

Based  upon  the  differing  organizational 
and  reimbursement  mechanisms,  the  authors 
also  expected  to  find  FFS  physicians  more 
frequently  engaged  in  consultations  (given 
the  incentive  of  fee-for-service  and  informal 
group  norms  that  emphasize  group  survival). 
The  unaffiliated  group  of  physicians  studied 
was  expected  to  exhibit  an  "average"  pattern 
of  consultation,  having  no  particular  incen- 
tive to  use  or  not  use  consultations. 

Organizing  physicians  into  a  group  practice 
introduces  the  concept  of  focusing  on  group 
survival  as  well  as  on  individual  members. 
Also,  members  adopt  the  attributes  of  the 
group,  with  all  its  implications  for  status  and 
stereotyping.  For  example,  members  of  a 
prepaid  group  practice  may  be  perceived  as 
having  lower  status  than  other  physicians, 
because  of  the  nontraditional  method  of  pay- 
ment and  their  form  of  organization. 

One  question  raised  by  the  study  was 
whether  group  practice  physicians  favor 
their  own  colleagues  in  choosing  consulting 


partners,  even  when  practicing  within  the 
hospital.  It  was  generally  expected  that 
because  of  financial  and  organizational  con- 
straints, members  of  both  groups  would  tend 
to  choose  partners  from  their  own  group,  and 
both  would  use  residents  as  consultants. 
Since  resident  consultants  are  a  "cost  free" 
choice  and  PPG  physicians  are  formally 
restrained  from  developing  exchange  rela- 
tionships with  other  more  permanent  hospi- 
tal medical  staff  members,  PPG  physicians 
were  expected  to  choose  resident  consul- 
tants more  frequently  than  other  physicians 
do. 

Because  of  different  payment  systems, 
the  two  practice  groups  were  expected  to 
vary  in  utilization  of  both  technical  and  clini- 
cal services.  Incentives  incorporated  into  the 
PPG  practice  suggested  those  physicians 
would  be  disinclined  to  use  unnecessarily 
technical  services.  No  financial  exchange 
results  from  the  prepaid  group's  utilization  of 
cinical  services  as  long  as  such  services  are 
both  requested  and  rendered  by  PPG  mem- 
bers. Given  the  limited  availability  of  member 
consultants  for  small  PPG  groups  (like  the 
one  in  this  study),  it  appeared  highly  likely 
PPG  physicians  would  have  to  seek  consul- 
tations from  non-group  members.  However, 
unless  they  consult  with  hospital  residents, 
for  which  no  fee  is  charged,  charges  for  con- 
sultations outside  the  prepaid  group  would 
reduce  net  revenues  and  would  discourage 
PPG  physicians  from  requesting  consulta- 
tions. It  was  anticipated,  then,  that  there 
would  be  fewer  consultations  requested  by 
PPG  physicians. 

FFS  physicians  were  expected  to  have  no 
particular  incentives  to  use  or  not  use  tech- 
nical services,  since,  in  their  practices,  such 
costs  are  passed  directly  to  patients  or  third 
party  payors.  However,  because  consulting 
activity  done  within  an  FFS  group  generates 
income  to  be  disbursed  among  the  physicians 
in  the  group,  there  appeared  to  be  an  incen- 
tive for  FFS  physicians  to  use  clinical  ser- 
vices within  their  group.  Thus,  the  authors 
expected  the  number  of  consultations,  both 
requested  and  rendered,  would  be  higher  for 
the  FFS  physicians  than  the  PPG  or  UA  phy- 
sicians. (Unaffiliated  physicians  were  seen 
as  having  no  particular  financial  incentive  to 
use  technical  or  clinical  services  within  the 
hospital.) 
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Findings:  PPG  physicians  exhibited  a 
tendency  to  go  outside  their  group  to  select 
consulting  partners,  choosing  outsiders 
more  often  than  FFS  physicians  did.  They 
also  chose  resident  consultants  more  often 
than  FFS  physicians  did.  The  findings  also 
reflected  a  distinct  preference  for  colleagues 
of  one's  own  practice  group,  especially  by 
FFS  physicians.  UA  physicians  did  not  exhib- 
it any  great  preference  for  colleagues  from 
either  group  practice  as  consultants. 

The  findings  seemed  to  indicate  that  all 
three  groups  of  physicians  chose  outside 
partners  less  often  than  expected.  PPG  and 
FFS  physicians  preferred  unaffiliated  "out- 
sider" consultants  over  those  in  the  other 
group  practice.  This  is  interpreted  as 
evidence  of  the  competitive  posture  of  the 
two  groups.  Also,  PPG  physicians  requested 
more  than  three  times  as  many  consulta- 
tions from  outsiders  than  they  themselves 
were  asked  to  render  to  outsiders.  This  con- 
trasts with  the  almost  equal  reciprocal  pat- 
tern observed  for  FFS  group  physicians.  As 
expected,  PPG  physicians  requested  and 
rendered  fewer  consultations  than  the  FFS 
group. 

Examining  the  equality  of  exchange  be- 
tween physicians  in  the  various  groups,  the 
authors  learned  that  PPG  physicians  experi- 
enced more  unequal,  or,  less  reciprocal  ex- 
changes than  the  FFS  group  physicians.  The 
UA  physicians  exhibited  a  slight  preference 
for  FFS  group  physicians  as  consultants 
over  those  in  the  PPG  group. 

The  study  also  revealed  that:  physicians  in 
prepaid  groups  were  more  able  to  limit  ad- 
mission rates  than  length  of  stay  or  surgical 
procedures;  patients  in  the  PPG  group  utilized 
relatively  lower  levels  of  both  technical  and 
clinical  services  when  compared  with  pa- 
tients in  other  payment  plans  such  as  Blue 
Cross,  Medicare,  Medicaid,  etc.;  and,  prepaid 
group  physicians  engaged  in  less  consulting 
but  used  non-group  consultants  to  a  greater 
degree,  relied  more  heavily  on  medical  resi- 
dents as  consultants,  and  had  a  lower  de- 
gree of  reciprocity  in  consulting  exchange. 

Conclusions:  The  studies'  five  main  points 
were:  (1)  FFS  group  physicians  requested 
and  rendered  more  consultations  than  PPG 
physicians;  (2)  although  all  physician  groups 

54 


tended  to  choose  consultation  partners  from 
within  their  own  group,  this  was  especially 
true  for  FFS  group  physicians;  (3)  although 
all  physician  groups  chose  residents  as  con- 
sulting partners,  PPG  physicians  tended  to 
do  so  to  a  greater  degree  than  expected;  (4) 
the  physicians  in  the  two  group  practices 
demonstrated  a  pattern  of  mutual  avoidance 
in  choosing  consulting  partners;  (5)  PPG 
physicians  did  not  appear  to  have  achieved 
reciprocity  in  the  exchange  of  consultations. 

Study  results  indicate  that  many  structural 
aspects  of  group  practice  have  the  capacity 
to  influence  physician  practice  patterns 
within  a  hospital.  Consistent  with  expecta- 
tions, the  analysis  of  technical  services  indi- 
cated group  physicians,  when  compared  to 
unaffiliated  physicians,  utilize  a  lower  level 
of  technical  resources,  with  PPG  physicians 
experiencing  the  lowest  level  of  utilization.  A 
significant  difference  between  the  groups 
was  noted  as  regards  levels  of  utilization  of 
clinical  resources. 

The  significantly  different  patterns  of  con- 
sultation observed  between  the  PPG  and 
FFS  practices  are  important  because  of  what 
they  imply  about  the  effect  of  group  struc- 
tures. The  limited,  but  expected,  impact  of 
the  physician  groups  on  use  of  technical  ser- 
vices is  consistent  with  findings  that  group 
affiliation  affects  within  hospital  use  of  ser- 
vices less  than  admission  patterns  and  that 
non-hospital  based  groups  reduce  subscriber 
costs  of  such  care  less  than  hospital  based 
groups  do. 

Another  implication  is  suggested  by  the 
significant  effect  of  group  affiliation  on  the 
use  of  clinical  services.  The  greater  number 
of  consultations  generated  by  FFS  group 
physicians  (relative  to  UA  and  PPG  physi- 
cians) may  reflect  the  importance  of  such 
referrals  as  sources  of  revenues  in  such 
practice  arrangements.  In  an  indepth  ex- 
amination of  this  data,  the  authors  found 
that  the  physicians  practicing  within  the 
study  hospital  consistently  chose  consulta- 
tion partners  from  within  their  own  groups. 
This  was  particularly  true  for  FFS  group  phy- 
sicians, as  previously  indicated.  This  indi- 
cates that  fee-for-service  group  structure 
reinforces  the  incentives  to  generate  and 
share  in  consultations,  referrals,  and  other 
forms  of  clinical  services. 
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On  the  other  hand,  the  relatively  fewer  con- 
sultations for  the  PPG  physicians  may  reflect 
more  than  the  incentive  effects  of  prepay- 
ment. (This  group  had  the  lowest  request/ 
render  ratios  for  consulting  outside  of  their 
group,  compared  to  the  FFS  and  UA  physi- 
cians.) This  may  have  been  because  the  pre- 
paid group  was  not  fully  integrated  into  the 
informal  hospital  physician  structures,  the 
authors  indicate. 

The  different  levels  of  consultation  could 
also  have  cost  and  quality  implications.  Low 
consultation  activity  could  reflect  poorer 
quality  care  through  underutilization.  How- 
ever, high  rates  of  consultation  could  reflect 
excessive  and  unnecessary  use  stimulated 
by  the  incentive  effects  of  fee-for-service 
payment.  These  possibilities  were  not  ex- 
amined in  this  study. 

The  authors  warn  of  drawing  generaliza- 
tions from  their  findings  because  of  limita- 
tions in  study  methods  and  data,  especially 
since  the  data  were  obtained  from  only  two 
group  practices  (in  the  same  hospital),  and 
were  for  a  relatively  short  sample  period. 
They  recommend  further  testing  to  deter- 
mine the  effects  of  group  practice  on  the  in- 
formal practice  patterns  of  physicians,  but 
believe  there  is  preliminary  indication  that 
the  structure  of  informal  physician  relation- 
ships may  be  significantly  altered  once  phy- 
sicians are  subjected  to  organizational  con- 
straints. 

Although  a  formal  report  was  never  pub- 
lished, the  authors,  Roice  D.  Luke,  Ph.D.,  and 
Michael  A.  Thomson,  M.S.,  wrote  two  articles 
about  the  study:  "Utilization  of  Within-Hospi- 
tal  Services:  A  Study  of  the  Effects  of  Two 
Forms  of  Group  Practice,"  Group  Practice 
Journal,  September  1980,  pages  13-30,  and 
"Group  Practice  Affiliation  and  Interphysician 
Consulting  Patterns  Within  a  Community 
General  Hospital,"  Journal  of  Health  and 
Social  Behavior,  Volume  21,  December  1980, 
pages  334-344. 

Swing-Bed  Experiments 

This  report,  "An  Evaluation  of  Swing-Bed 
Experiments  to  Provide  Long  Term  Care  in 
Rural  Hospitals,"  was  written  by  the  Univer- 
sity of  Colorado  Health  Sciences  Center 
under  contract  to  the  Health  Care  Financing 
Administration  (HCFA).  The  report  describes 


and  evaluates  three  swing-bed  experiments 
conducted  by  a  State  hospital  association 
and  several  Blue  Cross  associations  which 
were  under  contract  to  the  Social  Security 
Administration,  one  of  HCFA's  parent  orga- 
nizations prior  to  March  1977.  The  experi- 
ments were  conducted  between  1976  and 
1981  in  82  rural  hospitals  in  Texas,  Iowa,  and 
South  Dakota.  The  hospitals,  ranging  in  size 
from  15  to  94  beds,  were  in  areas  where  long 
term  care  facilities  were  inaccessible  and/or 
inadequate.  Hospitals  were  thus  permitted 
to  provide  long  term  care  in  beds  usually 
restricted  to  providing  acute  care.1 

Small  rural  hospitals  usually  lack  the 
financial  advantages  which  can  accrue  from 
economies  of  scale  and  shared  service  ar- 
rangements more  common  in  metropolitan 
areas.  This  often  leads  to  financial  instability 
and  possible  closure  for  many  rural  area 
hospitals.  In  contrast,  Medicare  and  Medic- 
aid certified  rural  nursing  homes  often  have 
high  occupancy  rates  and  patient  waiting 
lists. 

The  swing-bed  concept  was  proposed  as  a 
possible  solution  to  the  dilemma  of  rural 
communities'  excess  hospital  beds  and  scar- 
city of  certified  nursing  home  beds.  Swing- 
bed  refers  to  a  hospital  bed  which  can  be 
used  to  provide  care  to  either  acute  or  long 
term  care  patients.  This  enables  an  acute 
care  hospital  to  provide  care  to  patients  who 
would  ordinarily  receive  care  in  a  nursing 
home. 

Prior  to  the  swing-bed  experiments,  the 
University  of  Colorado  researchers  hypothe- 
sized that  Medicare  beneficiaries  receiving 
hospital  care  in  areas  with  a  shortage  of  cer- 
tified skilled  nursing  facility  (SNF)  beds  were 
probably  being  kept  at  the  acute  care  level 
longer  than  necessary.  The  researchers  also 
theorized  that  if  more  long  term  care  beds 
were  available  in  project  hospitals,  patients 
would  probably  be  more  promptly  reclassified 
to  a  more  appropriate  level  of  nursing  care, 
leading  to  a  decrease  in  acute  care  utiliza- 
tion. 

All  three  swing-bed  experiments  were 
based  on  several  basic  assumptions.  First, 
providing  long  term  care  in  existing  rural 
hospitals  is  more  cost  effective  than  other 
alternatives,  such  as  building  new  nursing 
homes.  Second,  advantages  accrue  to  long 
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term  care  patients  and  their  families  and 
friends  from  the  convenience  of  visiting  pa- 
tients in  their  own  communities.  And,  third, 
benefits  accrue  to  rural  areas  which  con- 
tinue to  maintain  community  hospitals  (e.g., 
continued  availability  of  acute  and  emergen- 
cy care,  a  continued  means  of  attracting 
needed  health  professionals,  and  the  con- 
tinued maintenance  of  these  hospitals  as 
vital  parts  of  the  economies  of  rural  com- 
munities). 

Medicare  reimbursement  for  routine  long 
term  care  (room  and  board,  nursing  and  other 
services  usually  provided  patients)  in  Medi- 
care and  Medicaid  certified  SNFs  or  hospital 
based  distinct  part  facilities  is  based  on  the 
cost  to  the  institution  of  providing  that  care. 
Under  the  experiments,  participating  hospi- 
tals' reimbursement  consisted  of  a  per  diem 
payment  for  skilled  nursing  care  plus  an 
incentive  payment  to  encourage  hospital 
participation  in  the  swing-bed  experiment. 
Reimbursement  for  ancillary  long  term  care 
services  (diagnostic,  laboratory,  pharmacy, 
and  other  services  given  in  accord  with  pa- 
tients' needs)  was  handled  in  accordance 
with  normal  acute  care  Medicare  reimburse- 
ment procedure. 

Some  of  the  Federal  and  State  licensure 
health  and  safety  requirements  were  waived 
for  participating  swing-bed  hospitals.  In  addi- 
tion, all  three  experimental  States  waived 
certificate  of  need  requirements  for  the  par- 
ticipating hospitals'  long  term  care  services. 

The  State  hospital  association  and  several 
Blue  Cross  associations  conducted  educa- 
tion and  training  programs  which  explained 
experiment  goals,  benefits,  and  procedures 
to  participating  hospital  staff  and  the  public. 
Hospital  staff  training  emphasized  financial 
matters,  changes  in  Medicare  Cost  Reports, 
billing  and  claims  procedures,  and  the  skilled 
nursing  services  which  would  be  reimbursed 
under  the  experiments.  Public  meetings  em- 
phasized the  benefits  of  the  experiments  to 
both  hospital  staff  and  community  residents. 

The  experimental  swing-bed  hospitals,  all 
of  which  volunteered  for  the  studies,  were 
not  typical  of  other  rural  hospitals  in  their 
respective  States.  They  tended  to  be  smaller, 
have  lower  utilization,  and  fewer  staff  (both 
professional  and  support  staff).  Additionally, 
they  offered  fewer  SNF  specialty  services 


(e.g.,  rehabilitation,  physical,  occupational 
and  speech  therapy,  and  social  services). 


Findings:  Evaluation  data  were  obtained 
from  several  sources:  telephone  surveys  of 
hospital  administrators,  directors  of  nursing, 
and  chiefs  of  staff  of  the  82  project  hospi- 
tals; printed  survey  questionnaires  mailed  to 
project  hospital  staff  physicians  and  nursing 
home  administrators  of  nursing  homes  in  the 
three  project  States;  the  Medicare  Cost  Re- 
ports of  the  project  hospitals;  and,  data  from 
the  American  Hospital  Association  Survey 
concerning  financial,  utilization,  and  staff 
characteristics  of  hospitals. 

The  experiments  identified  an  unmet  de- 
mand for  long  term  care  in  many  rural  com- 
munities. Although  the  country's  total  health 
care  costs  would  increase  slightly  under  a 
swing-bed  program,  the  report  indicates  that 
the  unit  cost  (cost  per  long  term  care  patient 
day)  in  swing-bed  hospitals  is  less  than  the 
cost  associated  with  providing  similar  care 
in  nursing  homes.  The  report  researchers 
consider  the  quality  of  care  provided  in  the 
experimental  hospitals  adequate,  even  though 
the  care  was  of  a  lower  level  than  the  care 
provided  in  a  group  of  comparison  nursing 
homes.2  The  researchers  believe  the  discrep- 
ancy is  not  substantial.  They  expect  it  will 
disappear  over  time  if  quality  assurance  steps 
are  applied  and  hospital  staff  become  famil- 
iar with  long  term  care  patient  problems. 

Approximately  87  percent  of  the  staff  phy- 
sicians and  73  percent  of  the  chiefs  of  staff 
who  responded  to  the  survey  questionnaires 
wanted  the  experiments  continued  in  their 
hospitals.  The  report  notes  that  staff  physi- 
cians and  chiefs  of  staff  who  favored  the  ex- 
periment were  more  likely  to  respond  than 
those  who  were  unfavorable. 

About  60  percent  of  the  nursing  home  ad- 
ministrators who  responded  to  survey  ques- 
tionnaires felt  that  a  national  swing-bed  pro- 
gram should  be  implemented.  The  two  main 
benefits  of  the  swing-bed  approach  cited  by 
the  hospital  staffs  and  nursing  home  adminis- 
trators surveyed  were  the  satisfaction  of 
meeting  their  areas'  long  term  care  needs 
when  nursing  home  beds  are  unavailable, 
and  the  more  efficient  use  of  space  and  nurs- 
ing staff. 
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Nursing  home  administrators'  most  fre- 
quent concern  was  whether  hospital  staffing 
was  adequate  to  provide  both  acute  and  long 
term  care.  They  also  expressed  concern 
about  the  high  costs  of  hospitals  (in  relation 
to  nursing  home  costs),  hospitals  competing 
with  nursing  homes  for  long  term  care  pa- 
tients, and  hospitals  not  representing  a 
"home-like"  environment. 

Swing-bed  admissions  tended  to  take 
place  in  counties  where  nursing  homes  had 
higher  occupancy  rates,  suggesting  that 
swing-bed  admissions  did  not  occur  in  lieu 
of  nursing  home  admissions.  These  findings 
led  the  University  of  Colorado  researchers  to 
conclude  that  the  availability  of  hospital 
swing-beds  does  not  affect  rural  nursing 
home  occupancy  rates. 

Based  on  report  estimates  of  nationwide 
utilization,  projections  (in  1978  dollars)  of  the 
cost  of  a  nationwide  swing-bed  program  in 
rural  areas  ranged  from  $14.2  to  $37.0  million 
for  all  payors.  Cost  to  the  Medicare  program 
was  estimated  at  between  $5.2  and  $13.5 
million.  Medicaid,  a  few  other  third  party 
payors,  and  private  payors  (primarily  patients 
and  their  families)  paid  the  balance  of  the 
long  term  care  swing-bed  costs.  (These  esti- 
mates did  not  take  into  account  any  possible 
reductions  in  acute  care  expenditures.)  The 
impact  of  such  additional  costs  on  total  na- 
tional hospital  care  expenditures  is  minimal, 
less  than  a  one  percent  increase. 

Expected  Implementation  Problems:  Rural 
hospitals'  accounting  and  financial  capabili- 
ties are  not  as  sophisticated  as  those  of 
larger  metropolitan  hospitals.  Hospital  medi- 
cal, nursing,  and  administrative  staff  will 
have  some  difficulties  adjusting  to  the  dif- 
ferent health  care  needs  and  service  require- 
ments of  long  term  care  patients.  Initially, 
there  will  be  resistance  to  change  because 
of  a  natural  aversion  to  "Federal  interven- 
tion," some  people's  attitude  that  an  acute 
care  hospital  "should  not  become  a  nursing 
home,"  and  a  general  concern  in  some  com- 
munities about  changing  the  role  of  acute 
care  hospitals. 

Report  Recommendations:  The  report  rec- 
ommends that  rural  hospitals  throughout  the 
country  should  be  allowed  to  provide  swing- 


bed  care  on  a  voluntary  basis.  The  report 
also  recommends  that  the  swing-bed  pro- 
gram only  apply  to  existing  acute  care  beds 
in  rural  hospitals  with  distinct  part  long  term 
care  units  or  with  long  term  care  beds,  when 
nursing  home  beds  are  unavailable. 

Since  acute  care  hospitals  are  capable  of 
providing  adequate  long  term  care,  but  are 
less  likely  to  provide  certain  nonmedical  ser- 
vices (e.g.,  social-recreational,  therapeutic- 
mental  health,  and  occupational  therapy  ser- 
vices) as  adequately  as  many  nursing  homes, 
the  report  recommends  that  hospital  based 
long  term  care  provided  in  swing-beds  should 
be  subject  to  standard  PSRO  review  proce- 
dures3 and  Medicaid  long  term  care  review 
programs.  Also  recommended  is  that  swing- 
bed  hospitals  be  required  to  meet  some  of 
the  Medicare/Medicaid  SNF  health  and  safe- 
ty requirements  (e.g.,  staff  development, 
social  services,  patient  activities,  and  dis- 
charge planning  standards). 

Because  orientation  information  is  critical 
to  the  success  of  a  national  swing-bed  pro- 
gram, the  report  researchers  contend  that 
written  guidelineS~for  physicians  and  nurses 
regarding  the  provision  of  long  term  care  and 
the  differences  between  long  term  and  acute 
care  should  be  disseminated  to  all  eligible 
hospitals.  They  also  believe  that  a  swing-bed 
program  cannot  succeed  unless  administra- 
tive guidelines  regarding  reimbursement 
policy  and  forms  completion  are  dissemi- 
nated to  hospital  administrators. 

Initially,  the  researchers  believe,  eligibility 
in  this  program  (if  it  is  nationalized)  should 
be  restricted  to  rural  hospitals  which  satisfy 
State  level  certificate  of  need  requirements 
for  long  term  care  beds.  In  addition,  future 
experimentation  and  research  should  be 
designed  to  assess  the  appropriateness  of 
swing-bed  care  in  metropolitan  areas. 

Conclusions:  First,  a  national  swing-bed 
program  should  be  implemented  in  rural 
areas.  Second,  such  a  program  would  benefit 
rural  communities'  long  term  and  acute  care 
needs.  Third,  several  financing,  quality 
assurance,  and  regulatory  issues  must  be 
considered  in  developing  a  national  swing- 
bed  program.  Fourth,  swing-bed  hospitals 
participating  in  a  national  program  will  prob- 
ably admit  long  term  care  patients  with 
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greater  rehabilitation  potential  and  shorter 
term  needs  than  the  typical  nursing  home 
patient.  Fifth,  there  would  be  very  little  in- 
crease in  institutional  long  term  care  utiliza- 
tion if  the  swing-bed  program  was  imple- 
mented in  rural  areas  across  the  country. 

Further  information  concerning  the  swing- 
bed  experiments  can  be  obtained  by  contact- 
ing Spike  Duzor,  HCFA,  Office  of  Research, 
Demonstrations,  and  Statistics,  Office  of 
Demonstrations  and  Evaluations,  Evaluative 
Studies  Staff,  Room  1-E-6,  Oak  Meadows 
Building,  6325  Security  Boulevard,  Balti- 
more, Maryland  21207,  Telephone  (301) 
597-2367,  FTS  987-2367. 

Copies  of  this  report,  An  Evaluation  of  Swing- 
Bed  Experiments  to  Provide  Long  Term  Care 
in  Rural  Hospitals:  Volume  II:  Final  Technical 
Report,  (HCFA  Publication  No.  03083)  may  be 
obtained  from  the  Health  Care  Financing  Ad- 
ministration, ORDS  Publications,  Room  1E9, 
Oak  Meadows  Building,  6325  Security  Boule- 
vard, Baltimore,  MD  21207. 


NOTES: 

1Under  Medicare  and  Medicaid,  a  physically  distinct 
part  (such  as  a  building  or  wing)  of  a  hospital  can  be 
certified  as  a  long  term  facility,  separate  and  apart  from 
the  hospital's  acute  care  certification.  Additionally, 
Medicare  policy  and  some  Medicaid  State  Plan  policies 
in  effect  at  the  time  this  report  was  written,  allow  a  hos- 
pital to  provide  long  term  care  at  acute  care  rates  if  it 
can  be  documented  that  there  is  no  nursing  home  bed 
available  for  the  patient.  These  Medicare  and  Medicaid 
policies  are  affected  by  Section  902  of  the  Omnibus 
Reconciliation  Act  of  December  1980. 

2The  report  notes  that  the  care  provided  in  the  certified 
SNFs  used  in  the  study  was  probably  above  average. 

3The  report  was  written  before  a  decision  to  eliminate 
PSRO  funding  was  finalized. 


Ambulatory  Care  Minimum  Data  Set 

This  1980  report  on  the  Uniform  Ambulatory 
Medical  Care  Minimum  Data  Set  (UAMCMDS) 
was  prepared  by  a  Technical  Consultant 
Panel  (TCP)  selected  by  the  Public  Health 
Service's  National  Committee  on  Vital  and 
Health  Statistics  (NCVHS).  It  is  the  first 
review  and  update  of  a  UAMCMDS  originally 
developed  in  1974  to  meet  the  ambulatory 


care  data  needs  of  government  agencies  and 
private  sector  organizations  which  collect, 
analyze,  or  disseminate  information  related 
to  the  provision  of  ambulatory  care.  Panel 
members  were  selected  from  many  relevant 
disciplines  (e.g.,  health  professionals,  sys- 
tems specialists,  researchers,  and  hospital 
administrators),  though  none  from  the  NCVHS, 
so  that  the  technological  aspects  and  the  ap- 
plicability of  the  UAMCMDS  to  a  broad  array 
of  users  could  be  reviewed. 

Due  to  rapidly  escalating  health  care  costs 
and  the  changing  environment  of  ambulatory 
care,  there  has  been  increased  interest  in 
ambulatory  health  care  as  a  possible  lower 
cost  alternative  to  institutional  health  ser- 
vices. Moreover,  the  promise  of  more  accurate 
information  and  economical  data  collection, 
the  NCVHS  hopes,  will  lead  to  more  cost  ef- 
fective information  systems,  reduced  data 
systems  costs,  and  will  help  minimize  the 
reporting  burden  of  respondents. 

In  the  1980  TCP  revision,  the  ambulatory 
care  minimum  data  set  consists  of  18  basic 
patient,  provider,  and  encounter  data  items: 

Patient  Data  Items 

Personal  Identification 

Residence 

Date  of  Birth 

Sex 

Race  and  Ethnic  Background 

Provider  Data  Items 

Provider  Identification 
Location  or  Address 
Type  of  Practice 
Profession 

Encounter  Data  Items 

Date  and  Place  of  Encounter 
Patient's  Reason  for  Encounter 
Diagnostic  Services 
Problem,  (Provider's)  Diagnosis,  or 

Assessment 
Therapeutic  Services 
Preventive  Services 
Disposition 

Expected  Principal  Source  of  Payment 
Total  Charges 
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The  consultants  stress  that  the  most  im- 
portant purpose  of  this  data  set  is  to  assist  in 
the  provision  of  quality  patient  care.  There- 
fore, they  concentrated  on  those  com- 
ponents of  medical  records  that,  minimally, 
must  be  present  to  ensure  quality  care  as 
well  as  issues  related  to  the  system  in  which 
the  information  will  be  recorded. 

Definitions:  The  report  includes  definitions 
and  explanations  of  the  18  data  items  in  order 
to  clarify  the  kinds  of  data  that  should  be 
recorded  under  the  UAMCMDS.  An  ambula- 
tory care  encounter  is  defined  as  one  in 
which  the  patient  is  neither  hospitalized  nor 
institutionalized  at  the  time  of  the  encounter. 
An  encounter  is  defined  as  a  face-to-face 
contact  between  a  patient  and  a  provider. 
The  provider  is  defined  as  a  health  profes- 
sional who  exercises  independent  judgment 
at  some  time  during  the  care  of  the  patient. 
Under  this  definition,  a  health  professional 
carrying  out  a  test  or  rendering  a  service 
ordered  by  another  health  professional  is  not 
the  provider;  the  prescribing  professional  is 
the  provider. 

Settings  in  which  ambulatory  care  can  oc- 
cur are  a  physician's  office,  an  outpatient 
clinic  (whether  or  not  affiliated  with  an  inpa- 
tient facility),  a  health  center,  and  a  patient's 
home.  By  definition,  the  UAMCMDS  does  not 
include  any  encounters  between  a  provider 
and  an  inpatient  that  occur  at  a  nursing  home, 
general  hospital,  or  psychiatric  hospital,  even 
when  the  provider  ordinarily  provides  services 
in  an  ambulatory  care  setting. 

The  panel  stresses  that  the  "Personal 
Identification"  and  "Provider  Identification" 
items  should  include  a  unique  identification 
number  for  control  purposes,  and  which  can 
be  carried  over  to  any  future  national  health 
insurance  system.  The  "Residence"  and 
"Location  or  Address"  should  be  the 
patient's  and  provider's  "usual"  home  or 
place  of  practice  but  may  also  contain  a  tem- 
porary address.  If  there  is  more  than  one  pro- 
vider during  an  encounter,  the  one  with 
primary  responsibility  is  the  one  identified. 

Patient  characteristics,  the  TCP  indicates, 
should  be  obtained  at  the  time  of  enrollment 
or  registration.  Provider  information  should 
be  recorded  when  a  provider  begins  work  in  a 
particular  setting  and  updated  as  needed. 


Encounter  data  items  should  be  obtained  at 
the  time  of  each  ambulatory  care  encounter 
between  a  provider  and  a  patient.  Charges 
and  payment  data  should  be  recorded  as  part 
of  the  billing  process  at  the  time  that  the 
fees  associated  with  the  specific  encounter 
are  determined.  The  consultants  emphasize 
that  charges  are  not  identical  with  costs. 
Also,  the  determination  of  actual  costs  of 
ambulatory  services  requires  cost  allocation 
audits  and  analyses,  which  are  beyond  the 
scope  of  the  minimum  data  set. 

The  "Encounter  Data"  items  help  compare 
patients'  reasons  for  seeking  an  encounter 
with  providers'  assessments  of  patients' 
health  problems.  Such  information,  when 
collected  and  analyzed,  should  improve  pa- 
tients' input  into  their  own  health  care,  help 
providers  better  understand  the  relationship 
between  patients'  perceived  needs  and  pro- 
viders' decisions  concerning  such  needs, 
and  could  be  used  to  determine  health  care 
needs  more  precisely. 

The  data  set  is  patient  oriented,  rather 
than  provider  oriented.  The  panel,  therefore, 
modified  the  structure  of  the  1974  data  set  to 
reflect  all  the  services  provided  for  a  patient 
during  the  course  of  an  ambulatory  encounter, 
rather  than  the  services  rendered  by  one  pro- 
vider. The  1974  data  set  definition  of  encoun- 
ter was  also  modified  to  clarify  the  role  of  the 
provider  and  to  reflect  a  greater  portion  of 
services  provided  by  non-physicians  (e.g., 
nurse  practitioners,  psychiatric  social 
workers,  etc.). 

The  consultants  tried  to  limit  the  minimum 
data  set  to  those  items  necessary  to  health 
care  delivery  which  can  be  routinely  recorded 
for  each  encounter  in  an  ambulatory  health 
care  setting,  and  which  benefit  both  the  pa- 
tient and  the  provider,  (e.g.,  information 
needed  to:  aid  the  provider  in  recall  of  treat- 
ments, diagnoses,  etc.;  facilitate  response  to 
inquiries  presented  by  data  users;  make  avail- 
able information  required  for  reporting  for 
reimbursement  purposes;  and,  document  en- 
counters and  protect  against  malpractice 
claims).  Data  that  would  have  universal  appli- 
cation in  Federal,  State,  and  other  third  party 
funded  programs  could  also  be  abstracted 
from  these  records.  Additionally,  the  consul- 
tants also  believe  that  a  carefully  limited 
data  set  will  be  more  widely  recorded,  more 
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likely  to  be  defined  uniformly,  more  easily 
retrievable,  and,  therefore,  more  valuable  for 
planning  and  other  purposes  not  involving 
direct  patient  care. 

This  report  emphasizes  three  main  con- 
cerns. 

•  The  18  data  items  constitute  the  "mini- 
mum" amount  of  data  which  should  be 
recorded  for  ambulatory  health  care  en- 
counters. The  data  set  is  designed  to 
meet  the  common  data  needs  of  multi- 
ple user  groups,  not  to  meet  the  total 
data  needs  of  any  one  user  group.  Spe- 
cific needs  of  various  users  can  be  met 
by  expanding  the  level  of  detail  within 
an  item  or  adding  additional  data  items. 

•  The  panel  recommends  that  this  mini- 
mum data  set  be  entered  into  all  ambu- 
latory medical  health  care  records  in  at 
least  the  detail  specified  in  their  report. 
Although  desirable,  all  items  need  not 
be  recorded  in  the  patient's  health 
record,  some  may  be  included  in  regis- 
tration or  billing  records.  In  such  cases, 
the  capability  should  exist  to  link  data 
from  the  various  record  sources.  Also, 
some  data  items  need  only  be  recorded 
once  and  updated  when  necessary. 

•  Neither  a  survey  or  other  data  collection 
system  nor  a  data  collection  "form"  is 
recommended  by  the  TCP.  Data  systems 
and  forms  will  vary  according  to  data 
needs  of  individual  programs.  When  min- 
imum data  set  items  are  included  in  a 
data  system,  the  panel  recommends  that 
their  definitions  and  minimal  classifica- 
tions be  followed. 

Recommendations:  The  report  concludes 
with  the  panel's  recommendations.  The  panel 
considered  both  public  and  private  sector 
needs.  However,  they  realized  that  some  of 
their  recommendations  may  not  be  totally 
applicable  to  one  or  the  other  sector  and  may 
require  adaptation  to  assure  specific  appli- 
cability. 

In  addition  to  specifying  the  content  of  the 
minimum  data  set  and  that  it  should  be  en- 
tered into  all  ambulatory  health  care  records, 
the  consultants  noted  that  there  is  no  single 
classification  scheme  specifically  designed 
for  ambulatory  health  care.  They  believe  that 
the  NCVHS  should  encourage  efforts  to 


develop  a  comprehensive  scheme  to  classify 
all  the  problems  presented  by  an  ambulatory 
care  patient  population.  Such  a  classifica- 
tion scheme,  it  is  felt,  should  accommodate 
the  layperson's  terms  for  diseases  and  symp- 
toms, psychosocial  and  behavioral  prob- 
lems, and  problems  of  living  and  working,  as 
well  as  the  pathological  descriptions  of  mor- 
bidity as  currently  classified  by  the  Inter- 
national Classification  of  Diseases  (ICD),  the 
current  basis  for  all  morbidity  reporting. 

Since  the  panel  wants  the  minimum  data 
set  to  produce  quality  data,  they  also  recom- 
mend that  the  NCVHS  consider  the  need  to: 
(1)  establish  guidelines  for  recording  data;  (2) 
monitor  the  quality  of  the  data  reported  by 
users  of  the  UAMCMDS;  and,  (3)  support 
research  to  assess  the  extent  of  use  of  the 
data  set  over  time,  examining  user  character- 
istics, the  degree  of  adoption  or  adaptation 
of  the  items,  their  definitions,  the  data  set 
structure,  and  the  quality  of  data  retrieved. 

The  consultants  strongly  support  main- 
taining the  confidentiality  of  patient  related 
information  in  health  care  records.  The  "need 
to  know,"  they  state,  should  be  a  primary 
consideration  controlling  decisions  about 
data  to  be  recorded  and  reported.  The  TCP 
notes  that  the  subject  of  confidentiality  ex- 
tends beyond  the  ambulatory  medical  care 
sector  and  overlaps  with  other  health  care 
system  components.  They,  therefore,  recom- 
mend that  the  NCVHS  develop  comprehen- 
sive recommendations  for  the  maintenance 
of  the  confidentiality  of  medical  care  records 
information,  including  ambulatory  health 
care  records.  Additionally,  the  NCVHS 
should  also  address  the  confidentiality  of 
data  collected  and  reported  for  statistical 
and  research  purposes. 

Finally,  the  panel  recommends  that  HHS 
and  other  Federal  agencies  that  fund  ambu- 
latory health  care  programs  accept  the 
UAMCMDS.  Further,  HHS  should  designate 
an  office  to  assume  responsibility  for  prom- 
ulgation of  the  data  set  and  its  adoption,  in- 
cluding its  definitions,  by  those  Federal  pro- 
grams requiring  the  reporting  of  ambulatory 
care  events.  This  would  encourage  uniformity 
in  Federal  reporting  for  the  minimum  data 
set  items.  The  panel  also  reiterated  a  pre- 
vious NCVHS  recommendation  that  private 
health  care  institutions,  professional  organi- 
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zations,  and  insurance  carriers  endorse  and 
agree  to  use  the  data  set. 

The  panel  concludes  that  the  routine  and 
uniform  recording  of  the  revised  minimum 
data  set  information  will  greatly  enhance  the 
value  of  health  records  to  the  patient  care 
process  and  will  increase  the  potential  of 
health  records  as  an  information  source. 
They  also  contend  that  this  report  will  help 
many  government  agencies  and  private  sec- 
tor organizations  with  their  ambulatory  care 
data  needs. 

Copies  of  this  report,  Uniform  Ambulatory 
Medical  Care:  Minimum  Data  Set,  (DHHS  Pub- 
lication No.  PHS  81-1161)  may  be  obtained 
from  the  Public  Health  Service,  Office  of 
Health  Research,  Statistics,  and  Technology, 
National  Center  for  Health  Statistics,  Hyatts- 
ville,  MD  20782. 


Medicaid  Nursing  Home 
Reimbursement  Series 

This  three  volume  series  prepared  by  The 
Urban  Institute,  a  nonprofit  policy  research 
and  educational  organization,  identities  and 
assesses  the  various  incentives  to  Medicaid 
reimbursement  systems  in  New  York,  Minne- 
sota, and  Illinois.  The  Urban  Institute  dis- 
cusses the  association  of  each  State's  reim- 
bursement policy  to  cost  containment,  quality 
of  care,  access  for  Medicaid  patients,  and 
control  of  real  estate  manipulation.  Under 
contract  to  the  Health  Care  Financing  Admin- 
istration, the  Urban  Institute  has  attempted  to 
analyze  the  way  reimbursement  policy  has 
been  made  and  applied  at  the  State  level. 

The  Urban  Institute  conducted  several 
studies  of  the  nursing  home  industry  and 
other  components  of  the  long  term  care  sys- 
tem. They  examined  the  politics  and  eco- 
nomics of  nursing  home  reimbursement  in 
the  State  Medicaid  programs  of  California, 
Colorado,  Connecticut,  Illinois,  Louisiana, 
Minnesota,  and  New  York.  Reports,  memo- 
randums, testimonies,  position  papers,  and 
other  data  concerning  the  development  of 
States'  reimbursement  systems  were  col- 
lected. The  Urban  Institute  also  interviewed 
approximately  fifteen  persons  from  each 
State  in  order  to  complete  their  detailed 


review  of  political  concerns,  technical  prob- 
lems, design,  and  implementation  of  reim- 
bursement systems. 

The  Urban  Institute  selected  New  York, 
Minnesota,  and  Illinois  for  this  report  since 
each  State  has  tested  several  types  of  reim- 
bursement approaches  and  has  displayed  a 
high  level  of  complexity  and  inventivenes.  In 
addition,  these  States  can  act  as  models  for 
other  States. 

New  York's  Reimbursement  System:  In 

1977,  New  York  spent  $1.28  billion  on  nurs- 
ing homes,  more  than  the  total  Medicaid 
budgets  for  any  State  except  California.  New 
York's  Medicaid  program  spent  over  $867 
million  of  its  total  $2.55  billion  Medicaid 
budget  on  nursing  home  care.  In  this  volume, 
the  authors  examine  and  analyze  those 
changes  in  reimbursement  policy  that  affected 
New  York's  Medicaid  program  during  the  pe- 
riod 1974-77.  Specifically,  they  describe  the 
scandals  and  allegations  in  1974;  the  investi- 
gations that  took  place  in  1975  which  in- 
creased reimbursement  regulations  and  re- 
vised capital  reimbursement;  the  1976  fiscal 
crisis,  rate  freeze,  fair  rental  value,  quality 
ratings,  and  boycott;  the  1976  Moreland  Act 
Commission  reports,  legislative  compro- 
mises, legal  battles,  union  troubles,  and 
boycott;  and,  the  1977  joint  executive-legisla- 
tive task  force. 

The  Urban  Institute  found  several  problems 
with  New  York's  1974  system.  These  inade- 
quacies in  the  reimbursement  system  could 
have  caused  widescale  default  on  property 
taxes,  abandonment  in  poor  communities, 
deterioration  in  the  quality  of  care,  and  a 
rapid  decline  in  the  number  of  homes  and 
beds.  The  author  believe  that  the  Department 
of  Health  was  not  staffed  to  do  an  adequate 
job." 

In  September  1974,  New  York  State  audi- 
tors found  over  $4.6  million  in  unwarranted 
Medicaid  claims  by  58  nursing  homes  audited 
during  1969-1970.  The  audit  cost  $168,000; 
almost  25  times  that  amount  was  found  in 
available  recoveries.  The  following  year, 
Governor  Carey  convened  the  Moreland 
Commission  to  investigate  the  nursing  home 
industry  because  of  the  1974  audit  finding.  In 
1975,  there  were  17  different  government 
agencies  from  Federal,  State,  and  local 
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levels  investigating  the  industry.  According 
to  the  reports  from  these  agencies,  patient 
care  was  frequently  poor  and  abusive,  and 
there  was  widespread  fraud  in  the  industry. 
Because  of  the  scandals,  New  York  adopted 
a  new  method  for  capital  reimbursement  in 
March  1975  which  is  fully  described  in  this 
paper. 

The  Urban  Institute  defines  1976  as  the  year 
of  "confrontation,  confusion  and  adjustment 
in  New  York.  It  was  a  year  of  reports  and 
report  responses,  mostly  it  was  a  year  of  fis- 
cal distress  when  the  State  and  the  industry 
had  to  learn  to  live  with  less."  Faced  with  a 
$900  million  deficit,  Governor  Carey  pro- 
posed a  budget  that  would  "finance  little 
that  is  new  and  discontinue  most  that  is 
old."  This  Medicaid  Fiscal  Budget  Bill  was 
passed  in  1976.  The  Hospital  Association  of 
New  York  State  (representing  approximately 
100  nonprofit  facilities)  felt  that  the  1976 
Fiscal  Budget  Bill's  new  method  of  reim- 
bursement had  major  weaknesses. 

"By  1977,  the  scandals  had  well  passed 
the  point  of  outrage  and  public  disbelief. 
Reforms  had  been  implemented  and  the  ef- 
fects of  those  reforms  had  become  evident. 
It  was  a  period  when  the  State  recognized 
that  it  may  have  been  too  zealous  in  its  at- 
tempt to  overhaul  the  industry  and  modified 
some  of  its  more  stringent  policies." 

Some  of  the  authors'  observations  of  New 
York's  reimbursement  system  are:  the  1974 
system  permitted  nursing  homes  to  incur  ex- 
cessive and  overstated  costs,  and  the  scan- 
dals had  more  media  coverage  than  the  1976 
fiscal  crisis.  The  fiscal  crisis,  however,  had  a 
much  greater  impact  on  the  reimbursement 
rates  and  methodology.  It  forced  the  State  to 
live  with  less  and  to  structure  its  reimburse- 
ment system  to  accommodate  this  condition 
of  scarcity. 

"Whatever  the  outcomes,  whatever  the  ad- 
justments, we  can  be  sure  that  New  York  will 
continue  to  change  and  that  actions  taken 
within  the  State  will  continue  to  affect  the 
behavior  of  other  States  and  the  Federal  gov- 
ernment. The  nature  of  the  State's  enormous 
Medicaid  program,  the  State's  increasingly 
binding  fiscal  constraints,  and  the  intensity 
and  complexity  of  the  State's  political  envi- 
ronment insure  instability,  volatility,  and  ex- 
perimentation in  New  York's  Medicaid  pro- 


gram. New  York's  actions  will  continue  to  be 
a  part  of  policy  discussions  and  considera- 
tions throughout  the  country." 

Minnesota's  Reimbursement  System:  Min- 
nesota allocates  more  than  60  percent  of  its 
Medicaid  expenditures  to  nursing  home 
care.  In  fiscal  year  1976,  payments  to  skilled 
nursing  facilities  (SNFs)  amounted  to  nearly 
$67  million  and  intermediate  care  facilities 
(ICFs)  received  approximately  $118  million. 
Fifty-seven  point  six  percent  of  the  1976 
Medicaid  budget  of  $322  million  went  for 
Medicaid  payments  to  nursing  homes. 

This  report  evaluates  Minnesota's  1977  re- 
imbursement system.  It  discusses  its  devel- 
opment from  Rule  49  in  1972,  the  implemen- 
tation and  modification  of  Rule  49  during 
1973-74,  the  1975  River  Villa  scandal,  the 
Milton  Committee  in  1975-76,  and  the  effect 
of  legislation  on  reimbursement  in  1976.  It 
centers  on  the  reimbursement  for  capital 
costs  since  this  is  the  State's  main  concern 
and  has  been  through  several  modifications 
and  innovations. 

Prior  to  1972,  when  Medicaid  was  a  State 
supported,  county  administered  program, 
two  reimbursement  methodologies  were 
used:  a  point  system  in  which  the  level  of 
reimbursement  depended  on  the  patient's 
care  needs;  and,  negotiated  rates,  which 
were  related  to  incurred  costs.  A  cost-related 
system  had  been  implemented  in  the  late 
1960's  to  control  unnecessary  funds  spent 
on  nursing  home  care.  The  State  reviewed 
these  cost-related  rates  using  informal 
guidelines.  These  were  called  the  RAU  guide- 
lines and  functioned  as  the  State's  reim- 
bursement methodology.  (Robert  Rau  moni- 
tored nursing  home  payments  in  Minnesota's 
Medicaid  agency.) 

In  1971,  the  Minnesota  Department  of 
Public  Welfare  (DPW)  froze  both  SNF  rates 
and  ICF  rates  for  private,  free-standing 
homes  because  of  the  "possible  shortage  of 
legislative  funding  for  programs  related  to 
nursing  homes."  The  rates  did  not  affect 
State  owned  and  hospital  attached  ICFs.  In 
response  to  the  freeze,  many  SNFs  wanted 
to  be  reclassified  as  ICFs  to  escape  the 
freeze  effects.  The  Minnesota  Association  of 
Health  Care  Facilities  (MAHCF),  the  State's 
largest  nursing  home  association,  chal- 
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lenged  the  legality  of  the  freeze,  and  the 
State's  use  of  the  RAU  guidelines. 

In  1972,  the  State  decided  to  reimburse 
each  facility  according  to  its  historic  allow- 
able costs,  thus  developing  Rule  49.  Under 
Rule  49,  DPW  would  set  rates  that  served  as 
maximums  and  the  State  would  be  allowed 
to  impose  a  pro  rata  reduction  in  rates  if  ap- 
propriations were  insufficient.  The  authors 
discuss  other  factors  of  Rule  49,  in  addition 
to  its  two  primary  goals  and  eight  objectives. 
Between  1973-74,  the  new  nursing  home  reim- 
bursement system,  Rule  49,  was  incorpo- 
rated into  the  Medicaid  program. 

The  "tagging  law"  is  the  most  significant 
change  in  Minnesota  nursing  home  policy 
during  1973.  With  this  bill,  the  Department  of 
Health  (DH)  was  able  to  monitor  the  quality 
of  care  in  nursing  homes  and  could  "tag"  or 
fine  a  home  that  did  not  correct  deficiencies 
found  during  a  State  inspection.  The  1975 
River  Villa  scandal  was  a  direct  result  of 
problems  with  the  administration  of  the  tag- 
ging program. 

The  River  Villa  scandal  began  in  February 
1975  when  the  Minneapolis  Star  charged  an 
owner  of  River  Villa  Convalescent  Medi- 
center  with  being  on  the  State  Board  of 
Health,  therefore  receiving  "favored  treat- 
ment" by  DH.  The  Star  also  accused  DH  of 
licensing  all  of  River  Villa's  beds  as  nursing 
home  beds  even  though  half  the  beds  were 
used  for  detoxification  by  the  county  and 
were  not  inspected  as  nursing  home  beds, 
allowing  River  Villa  to  invest  several  thou- 
sand dollars  into  a  $4.5  million  facility.  Due 
to  the  Star's  report,  a  grand  jury  investigated 
the  allegations,  and  a  special  joint  legisla- 
tive Select  Committee  on  Nursing  Homes  ex- 
amined legislative  remedies  to  the  quality 
and  reimbursement  issues  raised  by  the 
River  Villa  scandal.  The  grand  jury  investiga- 
tions led  to  the  indictment  and  conviction  of 
five  individuals,  one  from  a  high  ranking 
position  in  the  Department  of  Public  Health. 
"Charges  of  legislative  complicity,  corrup- 
tion in  DH,  and  enormous  waste  of  public 
funds  resulted  in  a  much  stronger  legislative 
involvement  in  the  Medicaid  nursing  home 
reimbursement  policy  than  the  State  had 
ever  experienced." 

The  Milton  Committee  was  formed  to  re- 
view the  reimbursement  system  and  tighten 


the  loopholes  which  permitted  the  River  Villa 
scandal  to  occur.  The  Committee  conducted 
reimbursement  studies  on  cost  structure, 
owner  equity  and  return  on  investment,  cost 
of  quality,  and  facility  valuation.  In  the  Com- 
mittee's final  report,  they  recommended  legis- 
lation that  would  increase  the  State's  investi- 
gative and  prosecutorial  powers,  reduce  the 
industry's  ability  to  influence  regulating 
agencies,  and  tighten  reimbursement  provi- 
sions. This  legislation  was  passed  in  1976, 
and  produced  four  types  of  changes  in  the 
reimbursement  system:  (1)  it  gave  the  State 
the  ability  to  request  separate  audit  reports 
for  individual  homes  owned  by  the  same 
owner;  (2)  it  helped  to  eliminate  the  practice 
of  Medicaid  supporting  actions  which  af- 
fected the  State's  best  interest  (e.g.,  political 
contributions,  salaries  and  expenses  of  lob- 
byists, association  dues,  DH  fines,  and  un- 
successful legal  costs);  (3)  it  restricted  nurs- 
ing homes  participating  in  Medicaid  from 
charging  private  patients  more  than  110  per- 
cent of  the  Medicaid  rate  for  similar  services; 
and  (4)  it  replaced  the  earnings  allowance 
with  an  investment  allowance.  The  authors 
detail  the  1977  changes  to  the  1976  Milton 
Committee  legislation. 

In  The  Urban  Institute's  analysis  of  Rule  49, 
problems  with  payment  mechanism  were 
seen.  Rule  49  objectives  are  to  "promote  effi- 
ciency and  economy,  and  treat  all  providers 
of  nursing  home  care  on  a  uniform  basis." 
The  State  attempted  to  meet  the  uniform 
treatment  objective  by  paying  each  provider 
on  the  basis  of  cost  experience  and  by  allow- 
ing for  the  individual  circumstances  of  pro- 
viders through  a  number  of  exceptions  and 
qualifications  to  various  Rule  49  provisions. 
The  Urban  Institute  identified  individual  in- 
centives, and  speculated  on  the  effects  of  in- 
vestment allowance,  recapture  provision, 
continuous  ownership  bonus,  the  interest 
limitations,  the  occupancy  constraints,  or 
other  reimbursement  devices.  The  net  effect 
of  Rule  49  appeared  to  have  slowed  down  the 
rate  of  growth  within  the  industry.  "The  polit- 
ical and  economic  paradox  of  Rule  49  then  is 
that  despite  the  inordinate  specificity  of 
reimbursement  regulations  and  the  multi- 
plicity of  incentives  and  disincentives,  no 
one  knows  the  net  effect  the  reimbursement 
system  had  on  the  industry." 
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Illinois'  Reimbursement  System:  In  fiscal 
year  1976,  State  payments  to  nursing  homes 
amounted  to  more  than  $208  million  repre- 
senting 27  percent  of  the  total  Medicaid  bud- 
get of  $771  million.  This  section  of  The  Urban 
Institute's  paper  describes  the  development 
of  the  1967  point  count  reimbursement  sys- 
tem, the  1971  Chicago  Tribune  scandals,  the 
1974  kickback  schemes,  the  1976  boycott, 
and  the  development  of  a  cost-related  reim- 
bursement system. 

The  1967  point  count  reimbursement  sys- 
tem consisted  of  a  base  rate  (minimum  pay- 
ment), a  shelter  factor  (additional  payment 
made  to  homes  meeting  certain  specifica- 
tions), an  add-on  (additional  payment  to 
facilities  for  specific  services),  and  a  point 
based  patient  evaluation.  The  point  evalua- 
tion is  the  caseworker's  checklist  rating  of  a 
patient's  ability  to  perform  daily  living  ac- 
tivities and  his  or  her  mental  status  and  nurs- 
ing needs.  Each  checklist  item  is  assigned  a 
point  value  that  represents  a  given  dollar 
amount.  This  type  of  payment  groups  costs 
into  three  categories:  support  costs  (laundry, 
dietary,  housekeeping,  utilities,  and  ad- 
ministrative expenses),  nursing  costs,  and 
capital  costs. 

The  first  major  Medicaid  nursing  home 
scandal  in  Illinois  was  publicized  in  a  seven 
part  series  in  the  March  1971  Chicago 
Tribune  revealing  instances  of  patient 
neglect  and  abuse,  unsanitary  physical  con- 
ditions of  homes,  improper  use  of  personnel, 
and  ineffective  enforcement  of  regulations. 
As  a  result  of  this  scandal,  Mayor  Richard 
Daly  ordered  an  immediate  upgrading  of  nur- 
sing home  requirements  and  an  increase  in 
facility  inspections.  The  Tribune  stated,  "a 
majority  of  homes  were  operating  in  gross 
violation  of  standards  and  that  this  was  the 
result  of  inadequate  staff,  incompetent, 
and/or  corrupt  public  agencies."  The  Depart- 
ment of  Public  Health  (DPH)  admitted  that 
more  than  50  percent  of  the  nursing  homes 
failed  to  meet  minimum  standards.  By 
February  1972,  62  homes  voluntarily  closed 
because  they  were  unable  to  comply  with 
standards,  13  voluntarily  changed  to  a  lower 
level  of  care,  5  had  their  licenses  revoked, 
and  31  had  DPH  payments  withheld  until 
they  were  able  to  comply  with  the  regula- 
tions. 


In  1974,  massive  kickback  schemes  were 
discovered  between  a  small  number  of  nurs- 
ing home  operators  and  pharmacists.  As  a 
result,  a  task  force  was  created  to  examine 
problems  in  the  Medicaid  reimbursement 
program.  The  task  force  identified  these 
problems  as:  increases  in  reimbursement 
with  the  number  of  points  assigned  to  a  pa- 
tient, therefore,  nursing  homes  exaggerated 
the  severity  of  the  patient's  condition;  facil- 
ities accepted  patients  with  point  counts 
above  a  certain  level;  the  point  system  dis- 
couraged nursing  homes  from  helping  pa- 
tients become  self-reliant;  and,  the  point  sys- 
tem provided  a  disincentive  for  quality  care 
because  homes  received  more  profit  by 
lessening  costs  and  lowering  quality  of  care. 

The  Department  of  Health,  Education  and 
Welfare  (now  the  Department  of  Health  and 
Human  Services)  required  ICFs  to  meet  Life 
Safety  Code  Provisions  in  1975.  These  provi- 
sions were  costly  to  homes  caring  for  their 
upgraded  patients.  The  upgrading  also  in- 
creased the  number  of  ICF  patients  thereby 
making  any  increases  in  the  base  rates  more 
expensive.  Due  to  these  provisions,  the  State 
froze  rates  in  1976,  causing  the  executive 
director  of  the  Illinois  Association  of  Health 
Care  Facilities  to  build  a  coalition  of  400 
homes  from  within  his  association  and  the 
remaining  five  nursing  homes.  The  coalition's 
purpose  was  to  force  the  State  to  meet  their 
demands.  The  homes  then  refused  to  admit 
Medicaid  patients  until  rates  were 
raised.The  boycott  ended  five  weeks  later  be- 
cause of  the  threat  of  antitrust  action,  and 
Governor  Thompson's  commitment  to  listen 
to  the  industry  and  action  to  "clean  up  the 
Medicaid  mess." 

In  1978,  Illinois  received  approval  for  a 
cost-related  system  that  retained  the  point 
system  but  included  a  method  for  establish- 
ing the  dollar  value  of  a  point  and  applied  it 
only  to  nursing  costs.  The  remaining  operat- 
ing costs  were  reimbursed  up  to  the  cost  ex- 
perience of  50  percent  of  skilled  care  and 
intermediate  care  facilities  within  a  given 
geographic  area.  Capital  costs  were  deter- 
mined by  disaggregating  homes  by  age  and 
location,  and  reimbursing  according  to  the 
group  experience  within  each  cell. 

In  conclusion,  the  authors  mention  that 
the  point  system  was  the  most  distinguishing 
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and  controversial  characteristic  of  the  Illinois 
reimbursement  system.  This  system  allows 
the  State  to  link  patient  disability  condition 
to  reimbursement,  and  the  system  attempts 
to  overcome  incentives  to  search  for  the 
healthiest  patients. 

"Illinois  has  constructed  a  flexible  and  in- 
novative approach  to  nursing  home  reim- 
bursement." It  permits  continual  monitoring 
and  adjustment  to  the  reimbursement  sys- 
tem relationship  to  individual  patients,  the 


total  patient  population,  individual  homes, 
and  to  the  industry  as  a  whole. 

Copies  of  The  Urban  Institute's  report,  "Med- 
icaid Nursing  Home  Reimbursement  Series," 
are  available  from  The  Urban  Institute  Press, 
2100  M  Street,  NW,  Washington,  DC  20037. 
Volume  1—New  York,  costs  $7.00,  Volume 
2 — Minnesota,  and  Volume  3— Illinois,  cost 
$6.00  each.  All  three  can  be  purchased  for 
$15.00. 
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Medicare  Is— But  Is  Not,  A  Physician's  Guide,  HHS,  HCFA  Atlanta  Regional  Office,  101  Marietta 
Tower,  Atlanta,  Georgia  30323. 

This  short,  attractive  booklet  is  the  first  of  three  produced  by  HCFA's  Atlanta  Regional  Office  to 
introduce  new  physicians  to  HCFA  administered  programs.  To  provide  doctors  with  a  general 
understanding  of  the  Medicare  program,  the  booklet  includes  a  brief  history  of  the  program  and 
explanations  of  how  the  program  is  funded  and  administered. 

Several  pages  discuss  Medicare's  assignment  method,  with  physicians  having  the  choice  of 
either  directly  billing  a  Medicare  patient  or  billing  Medicare  for  their  services.  It  is  pointed  out 
that  physicians  accepting  assignment  (billing  Medicare)  are  agreeing  to  accept  Medicare's  pay- 
ment as  payment  in  full  for  their  services.  Another  section  contains  instructions  concerning  the 
completion  and  submission  of  the  Medicare  claim  form  and  itemized  bills  under  both  the  assign- 
ment and  direct  patient  billing  methods.  Of  special  interest  to  physicians  is  the  fact  that  in- 
complete or  erroneously  completed  forms  or  bills  cause  nonpayment  or  processing  delays,  and 
physicians  are  encouraged  to  contact  Medicare  carriers  regarding  any  Medicare  claims  service 
problem. 

The  booklet  utilizes  examples  to  demonstrate  physician  and  patient  rights,  responsibilities,  and 
benefits  under  both  billing  methods.  Also  of  interest  to  physicians  is  information  about  the 
types  of  health  expenses  covered  and  not  covered  by  Medicare,  and  a  list  of  the  Southeastern  in- 
surance carriers  that  administer  Medicare's  supplementary  medical  insurance  program  in  that 
area. 
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"The  National  Nursing  Home  Survey:  1977  Summary  for  the  United  States,"  Vital  and  Health 
Statistics,  Public  Health  Service,  National  Center  for  Health  Statistics,  Series  13,  No.  43,  HEW 
Publication  No.  PHS  79-1794,  Reprinted  June  1980. 

This  report  is  based  on  a  nationwide  sample  survey  conducted  May  through  December  1977  in 
all  types  of  nursing  homes  (whether  or  not  they  participated  in  the  Medicare  or  Medicaid  pro- 
grams) in  the  conterminous  United  States.  It  presents  43  tables  without  summarization,  inter- 
pretation, or  conclusions.  The  data  presented  measure  nursing  home  utilization  and  describe, 
among  other  things,  facility  and  staff  characteristics,  staffing  patterns,  cost  of  providing  care, 
health  and  functional  characteristics  of  residents,  and  discharge  characteristics. 

Some  of  the  findings  cited:  arteriosclerosis  and  heart  trouble  were  the  most  common  chronic  pa- 
tient conditions,  almost  double  the  incidence  of  mental  disorders  and  senility;  92  percent  of  the 
patients  were  white,  71  percent  female,  62  percent  widowed;  approximately  one  third  of  the  pa- 
tients were  discharged  in  under  one  month,  three  quarters  stayed  less  than  one  year,  about  70 
percent  of  those  discharged  either  transferred  to  another  health  facility  or  died,  and  about  three 
quarters  were  discharged  alive. 
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"Nursing  Home  Utilization  in  California,  Illinois,  Massachusetts,  New  York,  and  Texas:  1977  Na- 
tional Nursing  Home  Survey,"  Vital  and  Health  Statistics,  Public  Health  Service,  National  Center 
for  Health  Statistics,  Series  13,  No.  48,  DHHS  Publication  No.  PHS  81-1799. 

This  report  presents  selected  characteristics  of  U.S.  nursing  homes  and  of  homes  in  five  States. 
California,  Illinois,  Massachusetts,  New  York  and  Texas  were  identified  on  the  National  Master 
Facility  Inventory  (NMFI)  as  having  the  largest  proportion  of  nursing  home  residents.  Nursing 
homes  included  were  classified  by  the  NMFI  as  nursing,  personal,  and  domiciliary  care  homes, 
as  well  as  all  nursing  homes  that  opened  for  business  since  the  first  NMFI  was  conducted. 

The  1977  National  Nursing  Home  Survey  conducted  by  the  National  Center  for  Health  Statistics 
from  May  through  December  1977,  covers  facility  characteristics  (bed  size,  ownership,  certifica- 
tion, staff),  and  measures  of  utilization  (financing  of  resident  days  of  care,  primary  source  of  pay- 
ment, occupancy  rate,  discharge  status— alive  or  dead,  costs  of  providing  care,  charges  for 
care).  "Estimates  of  the  number  of  facilities,  beds,  residents,  full-time  equivalent  employees, 
and  the  average  monthly  charge  are  based  on  1977  data;  and  estimates  of  the  annual  occupancy 
rate,  resident  days,  discharges,  and  cost  per  resident  day  of  care  are  based  on  1976  data." 

The  survey  findings  indicate  that: 

"From  May  through  December  1977,  there  were  about  6,700  nursing  homes  in  the  5  States 
representing  about  35  percent  of  the  18,900  nursing  homes  nationwide." 

California  had  16  percent  of  the  nursing  homes  nationally  and  9  percent  of  the  beds,  compared 
to  New  York  with  only  5  percent  of  the  homes  and  8  percent  of  the  beds,  reflecting  a  dramatic  dif- 
ference in  average  bed  size. 

In  1976,  about  60  percent  of  the  nation's  resident  days  of  care  in  nursing  homes  were  financed  by 
the  Medicaid  program.  In  1977,  about  48  percent  of  the  nation's  nursing  home  residents  reported 
Medicaid  as  their  primary  source  of  payment. 

Approximately  1,117,500  persons  were  discharged  from  the  nation's  18,900  nursing  homes  in 
1976,  74  percent  were  discharged  alive.  Significantly  higher  percentages  of  live  discharges  were 
found  in  California  (82  percent)  and  Texas  (83  percent). 

In  1976,  the  national  average  cost  to  a  nursing  home  for  a  single  resident  day  of  care  was  $23.84. 
The  costs  per  resident  day  in  California  ($21.56),  Illinois  ($21.11),  Massachusetts  ($24.23),  and 
Texas  ($19.33)  were  similar  to  the  national  figure.  However,  New  York's  cost  per  resident  day  of 
care  ($40.12)  was  about  68  percent  higher  than  the  national  average. 

In  1977,  the  elderly  population  (65  or  older)  represented  about  1 1  percent  of  the  total  U.S.  popula- 
tion, with  about  5  percent  residing  in  nursing  homes.  The  average  nursing  home  resident  in  the 
5  States  and  nationally  was  white,  female,  widowed,  and  about  eighty  years  old. 

About  86  percent  of  the  nation's  nursing  home  residents  require  assistance  in  bathing;  69  per- 
cent require  assistance  in  dressing;  53  percent  need  help  to  use  the  toilet;  33  percent  require 
assistance  in  eating;  66  percent  were  chairfast,  bedfast,  or  walked  only  with  assistance;  and,  45 
percent  had  difficulty  with  bowel  and/or  bladder  control.  About  23  percent  of  the  nation's  nurs- 
ing home  residents  were  dependent  in  all  6  of  these  activities. 
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Blendon,  Robert  J.,  Sc.D.,  "The  Prospects  for  State  and  Local  Governments  Playing  a  Broader  Role 
in  Health  Care  in  the  1980s,"  American  Journal  of  Public  Health,  Vol.  71,  January  1981,  pages  9-14. 

The  author,  Senior  Vice  President  of  the  Robert  Wood  Johnson  Foundation,  discusses  State  and 
local  government  roles  in  the  health  care  of  the  future.  He  speculates  on  increased  direct  provi- 
sion of  personal  health  services  by  municipal  hospitals,  and  by  State  and  local  government 
health  departments.  Presented  are  examples  of  major  changes  in  government  responsibilities  in 
the  past  and  changes  expected  for  the  future,  based  on  the  author's  analysis.  Dr.  Blendon 
believes  major  changes  in  government  responsibilities  are  associated  with:  public  concern 
about  a  national  problem;  public  attitudes  about  the  status  of  health  care,  in  addition  to  public 
disagreement  concerning  the  role  government  plays  in  the  delivery  of  care;  and,  most  important- 
ly, the  rationale  for  public  authorities  directly  providing  health  care.  "This  rationale  is  gradually 
eroding  and  with  it  the  political  constituency  for  public  health  care  institutions.  Without  a 
broader,  more  recognized  mission,  current  levels  of  public  health  care  responsibilities  and  ex- 
penditures will  be  difficult,"  the  author  states. 

Dr.  Blendon's  agenda  for  the  1980s  includes  hope  for  a  public  concensus  to  emerge,  supporting 
the  expansion  of  local  government  responsibilities  to  include  the  health  care  needs  of  those  suf- 
fering from  "medicalized"  social  problems  (drugs,  alcohol,  violence,  child  abuse,  etc.),  and 
those  living  in  environments  unable  to  sustain  private  arrangements  for  providing  health  care 
due  to  barriers  of  geography,  language,  culture,  crime,  etc.  If  the  public  agrees  with  these  addi- 
tional responsibilities,  the  1980s  will  witness  a  substantial  expansion  of  patient  care  respon- 
sibilities and  financial  support  to  today's  municipal  hospitals  and  public  health  departments; 
however,  if  public  support  is  not  enlarged,  many  local  public  health  care  responsibilities  and  ex- 
penditures will  be  reduced,  Dr.  Blendon  asserts. 

"The  degree  of  public  satisfaction  with  health  care  is  such  that  the  public  will  not  be  receptive  in 
the  1980s  to  proposals  which  constitute  a  sharp  break  with  America's  established  health  care 
practices.  Put  simply,  the  public  does  not  currently  envision  a  very  different  set  of  future  respon- 
sibilities for  governmental  institutions." 


Clarke,  Gary  J.,  "The  Role  of  the  States  in  the  Delivery  of  Health  Services,"  American  Journal  of 
Public  Health,  Vol.  72,  January  1981,  Supplement,  pages  59-69. 

This  article  discusses  the  role,  performance,  and  future  of  States  in  the  health  care  system.  The 
author,  who  is  Deputy  Assistant  Secretary  for  Health  Planning  and  Development,  Florida  Depart- 
ment of  Health  and  Rehabilitative  Services,  finds  that  States  have  made  tremendous  strides  in 
administering  health  programs,  regulating  health  costs,  and  providing  health  benefits.  Con- 
cluding there  is  no  clear  evidence  that  the  Federal  government  is  necessarily  a  more  benef  icient 
provider  or  a  tougher  enforcer,  and  recognizing  there  are  no  easy  answers  or  conclusive  solu- 
tions, he  notes  that  "Federal  programs  may  guarantee  only  a  uniformity  of  sorts,  not  necessarily 
better,  more  responsive,  or  more  innovative  government  programs." 

The  author  indicates  that  spending  too  little  for  health  purposes  is  the  most  frequent  criticism 
leveled  at  States.  Although  total  health  expenditures  by  the  Federal  government  are  more  than 
twice  as  large  as  combined  State  and  local  expenditures  (1978:  68.2  percent,  Federal;  31.8  per- 
cent, State/local),  the  article  shows  that  Federal  and  State  health  care  budget  allocations  are 
comparable  (Federal,  excluding  Defense  and  Veterans  Affairs— 13.4  percent;  States— 13.9  per- 
cent). 

Using  information  from  a  Feder  and  Holahan  analysis  of  Medicaid  published  by  The  Urban  In- 
stitute ("National  Health  Insurance:  Conflicting  Goals  and  Policy  Choices"),  the  article  states 
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that  "most  State  Medicaid  programs  are  pursuing  national  objectives,  several  States  are  taking 
innovative  approaches  to  control  costs,  and  administrative  problems  reflect  Medicaid's  com- 
plexity more  than  State  ineptitude."  It  also  concludes  that  most  innovations  and  improvements 
in  administering  the  Medicaid  program  have  come  from  States  rather  than  Federal  direction,  and 
that  Federal  administration,  with  requests  for  uniformity,  serves  little  national  purpose  and 
may  actually  discourage  responsiveness  to  local  needs,  creativity,  and  growth  of  knowledge.  A 
classic  study  of  State-Federal  relations  identified  by  the  author  is  represented  by  States 
developing  a  program,  the  Federal  government  selecting  the  idea  and  requiring  all  States  to 
adopt  it,  and  the  Federal  government  then  narrowing  the  scope  of  opportunity  for  significant 
State  experimentation  by  subsequent  rules,  regulations,  and  statutes. 

Long  run,  major  changes  in  the  health  care  system  of  the  '80s  are  identified.  These  include:  the 
States  as  important  regulators  of  health  care  costs,  with  greater  responsibility  for  planning  and 
direction;  a  continued  preeminence  of  State  and  local  governments  in  the  area  of  traditional 
public  health  concerns;  and,  a  growing  awareness  of  the  Federal  government's  limits,  with  a 
sense  of  uncertainty  that  Federal  public  policy  will  necessarily  be  cost  effective  or  produce  its 
intended  effects. 

Finally,  the  author  believes  "each  layer  of  government  needs  the  other  if  promotion  of  the  public 
good  is  to  be  achieved,"  and  "a  new  generation  of  creative  Federalism,  serving  both  national 
goals  and  local  needs,"  is  possible. 


Miller,  C.  A.,  et.  a!.,  "Role  of  Local  Health  Departments  in  the  Delivery  of  Ambulatory  Care," 
American  Journal  of  Public  Health,  Vol.  71,  January  1981,  Supplement,  pages  15-29. 

Five  health  practitioners  review  the  historical  involvement  of  the  health  department  in  the  total 
health  care  system  in  the  United  States.  The  authors  contend  that  since  the  local  health  depart- 
ment has  traditionally  been  a  guarantor  of  at  least  basic  medical  care  for  all  people  within  its 
jurisdiction,  a  public  system  might  indeed  do  a  better  job,  not  only  in  terms  of  social  justice,  but 
also  in  regard  to  public  health  outcomes.  They  believe  that,  for  many  reasons,  traditional  and 
voluntary  provider  systems  may  have  limited  potential  for  organizing  and  sponsoring  the  re- 
quired intervention  to  provide  effective  health  care.  Some  of  the  examples  given  are:  (1)  poor  peo- 
ple, even  when  introduced  into  the  mainstream  of  medical  care,  tend  to  follow  previous  familiar 
patterns  of  utilization;  (2)  many  private  providers  prefer  not  to  see  poverty  level  patients— 
sometimes  to  protest  payment  levels  or  cumbersome  documentation  requirements,  and  some- 
times out  of  discomfort  in  trying  to  cope  with  health  problems;  and,  (3)  the  mainstream  medical 
care  system  is  equipped  to  serve  the  middle  class.  Statistics  show  that  only  about  50  percent  of 
all  physicians  participate  as  Medicaid  providers. 

The  authors  say  that  studies  reveal  a  substantial  increase  in  utilization  of  public  health  sources. 
Although  services  are  primarily  directed  toward  poverty  level  clientele,  there  is  increasing 
evidence  that  services  are  being  provided  across  socioeconomic  lines.  They  believe  the  health 
department  is  an  important  source  of  medical  care,  especially  as  it  relates  to  innovation,  preven- 
tive services  and  continuity  of  care.  To  support  this  hypothesis,  the  authors  tested  some  15 
health  departments  across  the  country. 

Replete  with  useful  statistics,  this  report  summarizes  data  on  that  experiment,  with  its  purpose 
of  discovering,  measuring  and  evaluating  the  extent  to  which  people,  especially  children,  utilize 
public  provider  systems,  and  the  extent  to  which  service  is  rendered  by  local  health  depart- 
ments. Of  particular  interest  to  the  authors  was  the  working  relationship  between  the  public 
health  department  and  the  private  sector.  Findings  showed  three  patterned  relationships  char- 
acterizing this  working  style:  (1)  the  parallel  model,  no  sharing  of  facilities  or  staff;  (2)  the  interac- 
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tive  model,  a  mutually  supportive  endeavor;  and  (3)  the  accommodative  model,  a  joint  planning 
arrangement.  Of  the  health  departments  studied,  some  common  features  found  were:  profes- 
sionally strong  and  personable  directors;  supportive  political  environments;  and,  at  least  in- 
dulgence from  the  local  medical  community;  and,  aggressive  resourcefulness  in  incorporating 
Federal  funds  and  programs  into  their  own  activities. 

Both  public  and  private  provider  systems  are  essential  and  can  provide  mutual  reinforcement  for 
achieving  universal  and  equitable  health  services— all  in  the  public  interest,  the  authors  con- 
clude. 


Sussman,  Gerald  E.,  Ph.D.,  and  Steinfeldt,  Lois,  B.S.,  "Capacity  Building,  Linkages,  and  Rural 
Health  Systems:  the  Federal  Perspective,"  Public  Health  Reports,  Vol.  96,  No.  1,  January/February 
1981,  pages  50-57. 

This  is  an  overview  of  the  organization,  function,  policies,  and  initiatives  of  the  Bureau  of  Com- 
munity Health  Services  (BCHS),  which  is  part  of  the  Health  Services  Administration  (HSA)  in  the 
Department  of  Health  and  Human  Services.  The  article  discusses  BCHS'  primary  mission,  pro- 
viding a  national  focus  for  efforts  to  improve  the  organization  and  nationwide  delivery  of  health 
services.  It  also  points  out  that  BCHS  has  "the  lead  responsibility  for  building  and  maintaining 
capacity  for  primary  care,"  and  details  BCHS  progress  in  making  health  resources  and  services 
available.  BCHS,  which  accounted  for  more  than  half  of  HSA's  1980  budget,  was  created  in  the 
early  1970s  because  of  the  recognition  that  health  care  needs  are  often  greater  in  rural  areas,  but 
facilities  and  personnel  are  fewer  than  in  urban  areas.  Per  capita,  rural  areas  have  58  percent 
fewer  physicians,  38  percent  fewer  dentists,  and  29  percent  fewer  nurses  than  urban  areas.  Addi- 
tionally, rural  areas  have  higher  rates  of  certain  diseases  and  injuries  due  to  occupational 
hazards,  lower  income,  larger  proportions  of  young  and  elderly  people,  and  greater  barriers  to 
health  care  because  of  geography  and  lack  of  transportation. 

Among  other  actions,  BCHS  identifies  rural  areas  needing  health  care,  provides  those  areas  with 
technical  assistance,  integrates  categorical  program  resources  locally  to  form  community  based 
comprehensive  primary  health  care  centers,  and  forms  linkages  to  other  health  service  pro- 
viders. BCHS  projects  include  family  planning,  child  health  care,  migrant  health,  and  black  lung 
services. 

HHS  has  estimated  that  its  health  service  delivery  programs  reach  about  one-third  of  the  20 
million  underserved  people  in  poor  areas.  BCHS  helps  to  try  to  reach  the  remaining  two-thirds 
lacking  adequate  primary  care  services  and  also  helps  to  concentrate  health  resources  in  priority 
need  areas.  Once  health  centers  are  in  place,  BCHS  concerns  shift  to  increasing  their  service 
capability  as  part  of  a  health  delivery  system  by  developing  linkages  to  health  care  providers 
(i.e.,  alcoholism  and  drug  abuse  programs,  mental  health  programs,  and  secondary  and  tertiary 
hospital  facilities  providing  more  specialized  care).  In  addition,  BCHS  seeks  to  assure  high 
quality  in  the  services  it  funds  by  monitoring  centers'  compliance  with  qualitative  clinical  in- 
dicators. 

BCHS  has  made  considerable  progress  in  providing  populations  in  need  with  improved  access 
to  various  health  care  services  (i.e.,  community  health  center  services,  preventive  health  ser- 
vices, immunizations,  transportation  services,  etc.).  Users  of  these  services  are  primarily  Blacks 
and  Spanish  speaking  migrants  from  large,  low  income  families,  with  equal  numbers  of  both 
sexes  represented.  The  number  of  facilities  and  people  served  has  steadily  grown  in  the  past  6 
years  from  157  community  health  centers  serving  2  million  people  to  872  centers  capable  of  serv- 
ing 42  million  people.  The  BCHS  migrant  projects  served  390,000  migrant  and  seasonal  workers 
in  1975,  and  served  more  than  550,000  in  1978. 
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Stone,  Suzanne,  "Rural  Health  Clinics— What  Has  Happened,  What  Is  To  Come,"  Forum  on 
Medicine,  November  1980,  pages  713-717. 

This  report  examines  the  changing  environment  surrounding  the  Rural  Health  Clinic  Services 
Act,  enacted  by  Congress  in  1977.  A  major  provision  of  the  Act  amends  the  Medicare  and 
Medicaid  programs  to  reimburse  rural  primary  care  facilities,  i.e.,  rural  health  clinics  (RHCs),  for 
medical  services  rendered  by  physician  extenders  working  under  general  supervision  of  physi- 
cians. 

The  author  states  that  although  RHCs  have  improved  access  to  health  care,  serious  problems  re- 
main which  hamper  the  program  in  its  efforts  to  provide  service  to  rural  America.  She  describes 
both  the  beneficiary  and  medical  communities  as  having  a  suspicious  attitude  prior  to  contact 
with  RHCs.  Patients  were  not  familiar  with  the  concepts  of  physician  assistants  (PAs)  and  nurse 
practitioners  (NPs),  and  therefore,  appeared  to  believe  that  they  would  be  subject  to  second 
class  medical  care.  Several  instances  are  cited  where  patients  were  hesitant  to  use  RHCs.  How- 
ever, after  using  RHC  services,  consumers  often  became  enthusiastic  about  the  level  of  per- 
sonal attention  received  and  encouraged  others  to  use  the  health  care  services.  Also,  as  physi- 
cians were  convinced  that  the  RHCs  were  willing  to  work  with  them  to  improve  patient  care,  they 
began  to  accept  them  as  valid  members  of  the  medical  community.  The  author  further  contends 
that  "the  bureaucracy  surrounding  the  certification  and  reimbursement  processes  for  RHCs  as 
well  as  the  reimbursement  rate  have  contributed  to  any  failure  of  the  program." 

The  author  discusses  HCFA's  proposed  regulations  (Federal  Register,  September  10,  1980) 
which  promise  less  bureaucratic  tangles.  These  proposed  regulations  "provide  a  prospective 
payment  method  for  Medicare  and  Medicaid  reimbursement  of  independent  rural  health 
clinics."  She  adds  that  clinics  paid  through  this  method  will  not  be  subject  to  the  current  reim- 
bursement ceiling  of  $27.30  per  visit.  Rather,  she  says,  "HCFA  proposes  to  establish  a  new  max- 
imum rate  of  150  percent  of  the  median  cost  per  encounter  for  all  RHCs,  and  to  adjust  this  rate 
annually  to  account  for  inflation."  This  rate,  according  to  HCFA,  should  not  add  any  recordkeep- 
ing or  reporting  requirements  for  the  clinics.  Also,  the  author  states  that  RHCs  may  soon  be  able 
to  simplify  their  reporting  systems  to  satisfy  both  HCFA  and  the  Bureau  of  Community  Health 
Services  (BCHS)  requirements.  These  agencies  are  developing  a  combined  reporting  system 
which  accommodates  each  agency's  definitions,  guidelines  and  principles.  The  author  believes 
that  this  effort  toward  uniformity  and  consistency  may  provide  RHCs  with  increased  incentives 
to  be  more  efficient  and  cost  effective  in  their  operations. 

She  concludes  that  these  and  other  Federal  efforts,  combined  with  State  and  medical  community 
endeavors  to  improve  administration  and  management,  may  foster  an  environment  ripe  for  the 
growth  and  expansion  of  RHCs  during  the  1980s. 

"Plus  Ca  Change,"  National  Journal,  October  4,  1980,  page  1664. 

The  Committee  on  the  Costs  of  Medical  Care,  composed  of  48  representatives  from  the  fields  of 
medicine,  social  science,  public  health,  and  government,  met  over  a  five  year  period  (1927-1932) 
to  review  and  evaluate  the  cost  and  availability  of  medical  care  and  services.  Their  findings  were 
absence  of  community  planning  and  of  integrated  services  and  facilities,  overspecialization  of 
physicians,  and  inappropriate  geographic  distribution  of  physicians  and  services. 

In  1974,  Congress  enacted  the  Health  Planning  and  Resources  Development  Act,  establishing  a 
network  of  local  and  State  planning  agencies  to  encourage  hospitals  to  eliminate  unnecessary 
beds  and  services  by  sharing  arrangements,  when  practical.  However,  sharing  arrangements 
have  faced  the  threat  of  antitrust  prosecution  and  planning  agencies  have  confronted  the 
possibility  of  substantial  budget  cuts  by  a  dissatisfied  Congress. 
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In  1978,  Joseph  Califano,  then  HEW  Secretary,  again  expressed  some  of  the  same  concerns 
identified  by  the  committee  in  1932:  physician  overspecialization,  with  a  decline  in  primary  care 
physicians,  and  geographic  maldistribution  of  physicians.  Congressional  interest  in  an  adminis- 
tration supported  bill  would  tie  loans  and  scholarships  to  a  commitment  by  young  doctors  to 
practice  in  underserviced  inner  city  and  rural  areas. 

Despite  the  increase  of  per  capita  expenditure  for  health  services  from  about  $30  in  1929  to  $943 
in  1979,  this  article  concludes  that  many  of  the  health  care  planning  concerns  of  50  years  ago 
continue  to  be  the  frustrating  issues  of  today. 

Zaretsky,  Henry  W.,  "Regulation  vs.  Competition,"  Hospital  Forum,  November/December  1980, 
pages  7-9. 

The  author,  a  director  of  a  California  health  regulatory  agency,  believes  that  although  a  certain 
amount  of  government  intervention  is  necessary  in  the  health  delivery  system,  too  much  govern- 
ment intervention  has  limitations,  causes  inefficiency,  and  prohibits  provider  innovation  and 
competition.  He  contends  that  our  needs  for  cost  containment  and  access  can  be  met  by  a 
balance  between  government  regulations  and  free  market  competition.  The  cases  for  regulation 
and  competition  are  analyzed  and  the  article  concludes  with  a  discussion  of  a  merger  of  the  two 
approaches. 

Mr.  Zaretsky  explains  the  reasons  for  the  existence  of  current  health  industry  regulations- 
responses  to  the  absence  of  market  forces  ("market  failure")  and  pressures  by  the  industry  to  be 
insulated  from  competitive  pressures  through  government  regulations.  He  recognizes  the  great 
appeal  of  competition  in  today's  political  atmosphere  and  the  very  real  possibility  of  rationing  of 
health  care  services  through  government  regulations  (cost  containment)  or  the  free  market  (abili- 
ty to  pay  the  market  determined  price).  He  also  points  out  that  the  abandonment  of  the  protec- 
tions of  government  regulations  would  create  new  incentives  for  innovative  management.  He 
also  postulates  that,  although  economic  competition  in  the  health  sector  is  gaining  in  popularity 
as  a  long  term  strategy  for  controlling  health  care  costs,  if  the  choice  was  only  between  competi- 
tion or  regulation,  because  of  the  protectionism  features,  the  health  industry  and  consumer 
groups  would  opt  for  regulations.  He  sees  government,  business,  middle  income  consumers, 
and  possibly  labor,  opting  for  competition  because  of  the  cost  containment  potential. 

Mr.  Zaretsky  suggests  experimenting  with  a  phased  in  approach  in  a  specific  area.  He  recom- 
mends replacing  cost  based  reimbursement  with  negotiated  rates,  economic  competition,  and 
deregulation.  This  could  be  accomplished  through  such  actions  as:  gradually  phasing  out  certifi- 
cate of  need  regulations  by  raising  the  capital  expenditure  threshold  in  increasing  steps  (e.g.,  to 
$500,000,  then  to  $1  million,  etc.);  gradual  deregulation  in  the  personnel  licensure  area;  prior  to 
promulgation,  evaluating  the  impact  of  all  proposed  health  regulations  on  competitive  forces; 
and  the  incorporation  of  safeguards  to  guarantee  low  income  consumers  sufficient  access  to 
needed  health  services  through  State  and  Federal  governments  contracting  with  providers,  in- 
surance plans,  and  public  and  private  health  maintenance  organizations. 

Bailit,  Howard  L,  D.M.D.,  Ph.D.,  "Issues  in  Regulating  Quality  of  Care  and  Containing  Costs  Within 
Private  Sector  Policy,"  Journal  of  Dental  Education,  Vol.  44,  No.  9,  September  1980,  pages  530-536. 

This  paper,  which  discusses  and  analyzes  issues  relevant  to  the  development  of  policies  regard- 
ing dental  care  quality,  is  divided  into  five  sections.  The  first  discusses  the  quality  of  services 
provided  by  dentists  and  their  agents,  and  social  factors  which  increase  public  demand  for  im- 
proved quality  dental  care.  The  second  section  concerns  the  quality  of  restorative  dental  care 
and  periodontal  care  in  the  U.S.  and  shows  that  the  need  for  quality  assurance  systems 
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decreases  as  the  quality  of  dental  services  increases.  The  third  section  examines  the  relationship 
between  inadequate  quality  dental  care  and  oral  health,  and  concludes  that  much  more  research 
is  necessary  before  the  relationship  between  the  treatment  of  periodontal  disease  and  oral 
health  can  be  clarified.  The  fourth  section  reviews  the  benefits  and  costs  of  improving  oral 
health  through  quality  assurance  systems  and  other  approaches.  The  evidence  presented  raises 
a  cost  benefit  question  by  suggesting  that  only  a  small  proportion  of  our  population  have  inade- 
quate restorations  and,  therefore,  only  this  relatively  small  number  of  people  could  benefit  from 
a  quality  assurance  system  that  would  improve  the  quality  of  amalgam  restorations.  The  final 
section  considers  policy  implications  and  emphasizes  the  necessity  for  additional  research 
needed  to  obtain  the  information  necessary  to  make  informed  policy  decisions  about  the  issues 
raised.  One  such  unresolved  issue  is  how  to  assess  the  cost  effectiveness  of  improving  oral 
health  through  quality  assurance  systems  versus  the  cost  effectiveness  of  alternative  methods, 
such  as  fluoride  rinse  programs,  dental  materials  research,  or  the  education  of  more  dentists. 

The  author  asserts  there  is  little  empirical  information  available  to  validate  the  claim  that  the 
quality  of  dental  care  in  the  U.S.  is  either  deplorable  or  unsurpassed.  However,  data  are 
presented  which  indicate  that  the  great  majority  of  amalgam  restorations  are  properly  placed 
and,  as  regards  periodontal  care,  overtreatment  is  a  relatively  minor  problem  compared  to  under- 
treatment.  Studies  also  show  the  concentration  of  periodontal  disease  in  the  lower  socio- 
economic classes  due  to  their  poor  oral  hygiene  practices  and  their  limited  access  to  dental  ser- 
vices, resulting  from  their  lack  of  education  and  affluence. 

The  paper  declares  that  it  is  quite  possible  that  quality  review  systems  do  not  have  a  major  im- 
pact on  controlling  costs  or  improving  health,  and  this  belief  has  led  to  Congressional  disillu- 
sionment with  the  Professional  Standard  Review  Organization  (PSRO)  program  which,  according 
to  the  author,  has  not  demonstrated  significant  savings.  The  author  concludes  that  empirical 
data  necessary  for  definite  conclusions  are  not  available.  Even  so,  he  believes  the  public  would 
not  support  the  estabishment  of  extensive  quality  assurance  systems  because  they  would  in- 
crease, rather  than  decrease,  expenditures.  This  conclusion  is  based  on  findings  by  the  author 
that  only  a  small  percentage  of  dentists  are  involved  in  fraudulent  activities,  gross  over- 
utilization,  or  other  kinds  of  patient  or  program  abuses. 


DiBerardinis,  J.,  and  Gitlin,  J.,  "A  Holistic  Assessment  Model  for  Identifying  Quality  Care  In- 
dicators in  Long  Term  Care,"  Long  Term  Care  and  Health  Services  Administration,  September 
1980,  pages  227-235. 

This  article  focuses  on  assessment  and  definition  of  quality  care  as  it  relates  to  the  realm  of 
long  term  care  facilities.  The  authors  judge  the  basic  medical  model  approach  to  be  inadequate 
in  assuring  quality  care.  Its  three  basic  steps— diagnosis,  treatment,  and  cure— do  not  consider 
the  total  impact  of  the  internal  and  external  environments  on  the  individual.  Additionally,  they 
believe  the  regulations  for  survey  and  certification  procedures  governing  the  industry  are  largely 
ineffective  because  they  measure  a  facility's  capacity  to  deliver  versus  actual  delivery  of  quality 
care.  Thus,  they  set  out  to  establish  new  standards  by  which  long  term  care  facilities  may  be 
evaluated. 

The  authors  begin  by  developing  an  information  base  to  allow  for  better  understanding  and  deci- 
sionmaking at  the  individual  and  administrative  levels.  In  order  to  establish  necessary  criteria 
for  assessing  and  defining  quality  care,  a  literature  review  was  conducted  by  a  multidisciplinary 
team  of  professionals.  The  criteria  produced  during  this  review  were  reduced  to  53  independent 
measures  of  quality  care.  Because  a  pretrial  analysis  showed  that  elderly  residents  were  only 
able  to  complete  about  28  of  the  53  factors,  the  questionnaire  was  narrowed  accordingly.  The 
sample  pool  comprised  24  of  the  71  nursing  home  facilities  serving  Medicaid  patients  in  Mon- 
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tana.  Also,  to  assure  a  wide  range  of  participation;  the  survey  included  99  residents,  9  nursing 
home  administrators,  44  professionals,  74  paraprofessionals,  and  18  families  of  residents. 

Findings  reveal  that  no  one  group  of  respondents  agrees  upon  a  set  of  indicators  that  defines 
quality  care.  However,  the  authors  report  that  a  definite  order  of  basic  needs  is  identified:  "(1) 
safety  (the  security  need),  (2)  food  (the  physiological  need),  and  (3)  individual  choice  and  per- 
sonal identity  (the  psychological  or  esteem  needs)." 

The  authors  believe  that  these  findings  suggest  that  more  time  should  be  spent  on  upgrading 
and  attending  to  these  basic  needs.  Further,  they  urge  that  the  delivery  of  quality  long  term  care 
must  be  directed  by  systematic,  holistic  programs  as  opposed  to  the  current  limited  medical 
approach. 


Birge,  Jack  E.,  M.D.,  "Controlling  Hospital  Costs,"  Forum  On  Medicine,  August  1979,  pages 
516-518. 

"The  high  cost  of  medical  care  is  a  problem  of  our  time,  and  a  serious  one,"  Dr.  Birge  says.  Costs 
are  high  not  only  because  of  physicians'  services,  but  also  because  of  continual  increases  in 
hospital  costs.  The  author  dramatizes  his  point  with  a  hypothetical  situation  involving  a  young 
couple's  visit  to  a  hospital  emergency  room.  He  compares  actual  treatment  costs  against  their 
bill  to  show  that  a  large  portion  of  costs  of  medical  care  provided  by  hospitals  goes  for  other 
than  those  services  rendered  to  the  patient. 

In  searching  for  answers  to  high  hospital  costs,  the  author  looked  at  the  history  of  a  small,  rural, 
200  bed  hospital.  He  found  misguided  policies,  and  costly  mistakes  made  by  an  authoritarian 
chairman  of  the  hospital  board  who  knew  nothing  about  hospitals  or  problems  of  the  sick.  The 
hospital  was  run  from  a  business  viewpoint,  and  prospered  as  a  business,  but  without  concern 
for  the  patients'  needs.  The  hospital's  growth  was  financed  out  of  hospital  profits  from  the  sick, 
instead  of  taxation  of  the  well,  or  through  contributions. 

The  author  states  that  the  sick  should  not  be  burdened  with  the  responsibility  of  paying  for  the 
growth  of  their  community  health  care  facilities;  he  believes  this  should  be  done  through  taxa- 
tion. He  supports  some  form  of  regulatory  control  and  evaluation  process  over  hospital  boards 
and  local  hospital  management  to  ensure,  not  only  the  best  of  medical  care,  but  the  hospitals 
are  run  well  economically.  Dr.  Birge  states  that  a  system  of  hospital  examination  should  be 
established  to  ensure  competent  leadership  and  responsible  management,  and  that  physicians 
should  take  a  stronger  stand  against  rising  hospital  costs. 


"Public  Representation  on  Boards  and  Blue  Shield  Allowances:  Important  Relationship  Not 
Found,"  U.S.  General  Accounting  Office,  HRD-81-31,  December  31,  1980. 

GAO  conducted  this  study  in  response  to  a  Congressional  request  to  determine  if  there  is  an 
ascertainable  difference  in  cost  containment  efforts  between  Blue  Shield  plans  controlled  by 
public  members  and  those  controlled  by  physicians  or  other  health  care  provider  members.  Even 
though  GAO  conceded  the  difficulty  of  accurately  measuring  influence  or  control,  they  attempted 
to  analyze  several  factors,  including  board  composition,  which  might  be  associated  with  the 
amounts  a  plan  would  allow  for  selected  physician  services.  GAO  concluded  that  this  study 
neither  proved  nor  disproved  that  public  representation  on  the  boards  of  the  64  Blue  Shield  plans 
studied  greatly  affected  their  cost  containment  efforts. 
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GAO  did  find  that  higher  allowances  for  physician  services  were  frequently  associated  with 
whether  a  plan  had  a  million  or  more  subscribers  and  income  per  capita  was  relatively  high  in  its 
service  area.  Conversely,  it  was  found  that  as  the  number  of  area  residents  served  by  a  plan  and 
the  number  of  physicians  who  had  agreements  with  a  plan  increased,  the  plan's  allowances  for 
physician  services  frequently  decreased.  In  addition,  whether  a  plan's  premium  was  or  was  not 
subject  to  State  tax  did  not  seem  to  affect  physician  allowances. 


Goldsmith,  Jeff  C.,  "The  Health  Care  Market:  Can  Hospitals  Survive?"  Harvard  Business  Review, 
September/October  1980,  pages  100-112. 

During  the  past  15  years,  hospital  care  costs  have  grown  more  rapidly  than  the  rate  of  inflation  in 
general.  Federal,  State,  and  local  regulatory  efforts  to  contain  costs  have  created  competition 
among  hospitals,  while  alternative  health  care  delivery  programs  have  produced  external  com- 
petition. In  addition,  hospitals  must  compete  for  both  patients  and  physicians,  the  principle  pa- 
tient supplier.  The  author  identifying  these  hospital  management  concerns  is  director  of  health 
planning  at  the  University  of  Chicago  Medical  Center  as  well  as  lecturer  in  the  University's 
Graduate  School  of  Business. 

A  Blue  Cross  study  of  plan  subscribers  showed  an  18.6  percent  decrease  in  inpatient  days  and  a 
137.6  percent  increase  in  outpatient  visits  between  1968  and  1978.  This  situation  has  created  in- 
tense pressure  on  hospital  managers  to  creatively  develop  effective  and  profitable  utilization  of 
hospital  facilities. 

Identifying  regulations  which  complicate  hospital  administration,  the  author  cites  certificate  of 
need  laws,  enacted  in  46  States,  which  require  health  facilities  to  secure  approval  from  State 
health  departments  before  initiating  building  programs.  The  1977  National  Guidelines  for  Health 
Planning  set  target  occupancy  at  80  percent  for  all  non-Federal,  acute  care  hospitals,  though 
many  States  target  at  85  or  90  percent.  If  target  occupancy  is  not  met,  a  State  may  deny  permis- 
sion for  hospital  renovation,  replacement,  or  equipment,  thereby  restricting  a  hospital's  growth 
and  development. 

The  author  asserts  that  physician  supply  may  be  affected  by  Federal  policymakers'  belief  that 
there  are  too  many  physicians  and  that  physicians  are  inappropriately  distributed  by  speciality 
and  geographic  location.  For  example,  the  Health  Professions  Education  Assistance  Act  of  1976 
significantly  restricted  further  entry  into  the  U.S.  of  foreign  trained  physicians  who  come  for 
residency  training  and  frequently  remain  to  practice. 

According  to  the  author,  hospital  managers  can  benefit  from  strategies  used  by  private  corpora- 
tions to  protect  an  enterprise  in  a  maturing  market.  Counter  strategies  might  include:  competing 
aggressively  for  physicians,  diversifying  from  acute  inpatient  care  to  a  broad  mix  of  medical  ser- 
vices, developing  captive  distribution  systems  to  control  patient  flow,  and  promoting  the  institu- 
tion's services.  The  author  identifies  a  variety  of  techniques  which  hospital  managers  have 
already  initiated. 

Some  facilities  provide  post-M.D.  medical  education  programs  and  assistance  in  establishing 
new  medical  practices  for  some  assurance  that  the  benefited  physician  will  associate  with  the 
hospital.  Although  these  are  expensive,  the  profitable  result  will  be  a  physician  resource  and  a 
related  patient  flow  to  the  hospital. 

Service  diversification  may  be  created  by  outpatient  or  day  surgery,  freestanding  emergency 
room  service  to  provide  episodic  health  care,  and  health  maintenance  organizations  associated 
with  the  hospital. 
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Transportation  services  linked  to  the  hospital  can  also  provide  potential  patients.  However,  cer- 
tain common  carrier  regulations  and  the  concerns  of  existing  transportation  resources  must  be 
recognized  when  these  services  are  planned. 

Promotional  strategies  include  a  direct  patient  inquiry  referral  system  to  hospital  medical 
specialists  as  well  as  special  telephone  service  for  area  physicians  to  contact  hospital  special- 
ists. Both  techniques  encourage  patients  and  physicians  to  use  the  facility. 

The  author  concludes  that  "the  challenge  to  hospital  managers  is  to  deliver  new  forms  of  health 
care."  While  the  not-for-profit,  voluntary  hospital  will  be  significantly  challenged  by  proprietary 
institutions,  the  result  may  be  elimination  of  duplicative  health  services  and  more  practical, 
economical  institutional  planning.  Hopefully,  the  consumer  may  be  the  final  beneficiary  of  these 
challenges  and  changes. 


"A  Report  on  the  Economic  Performance  of  Community  Hospitals,"  Hospital  Performance, 
American  Hospital  Association,  Vol.  2,  No.  8,  August  1980. 

This  report,  prepared  by  the  American  Hospital  Association's  Office  of  Policy  Studies,  outlines 
Market  Basket  developments  since  1972  and  gives  a  projection  for  1980  and  1981.  It  includes 
graphs  showing  the  growth  of  the  Hospital  Market  Basket  and  the  growth  of  hospital  components 
and  items  of  the  consumer  price  index.  The  Hospital  Market  Basket  is  a  composite  index  which 
measures  the  effect  inflation  has  on  hospitals'  goods  and  services. 

Between  1972  and  1979,  the  Hospital  Market  Basket  increased  at  an  average  8.3  percent  annual- 
ly, with  growth  during  individual  years  ranging  from  5.0  to  1 1.0  percent.  During  1979  there  was  an 
increase  of  10.5  percent  in  the  Hospital  Market  Basket,  compared  to  the  overall  Consumer  Price 
Index  of  11.3  percent. 

Community  hospital  expenses  in  May  1980  were  $6.5  billion,  an  increase  of  15.4  percent  when 
compared  to  a  13.7  percent  increase  in  1979.  Nonlabor  expenses  increased  15.0  percent  and 
labor  expenses  increased  15.7  percent  in  May  1980.  Bed  capacity  increased  more  slowly  to  0.7 
percent  in  May  1980,  compared  to  a  0.8  percent  increase  in  the  year  before. 

Admissions  decreased  by  3  percent,  the  first  reduction  to  occur  in  17  months.  Admissions  of 
under  age  65  patients  declined  1.3  percent  while  over  age  65  patient  admissions  climbed  to  2.3 
percent. 

Full  time  personnel  in  hospitals  increased  more  rapidly  in  May  1980  at  4.4  percent  as  compared 
to  the  May  1979  increase  of  3.9  percent.  Increase  in  over  age  65  patient  utilization  appeared  to 
follow  the  same  pattern,  suggesting  that  the  full  time  personnel  increase  was  related  to  the 
more  intensive  staffing  needed  to  care  for  elderly  patients. 

Components  evaluated  during  the  study  were  community  hospital  inpatient  expenses,  labor  and 
nonlabor  expenses  (supplies,  payroll,  benefits,  etc.),  and  utilization  (beds,  admissions,  births, 
etc.). 


Breindel,  Charles  L,  Ph.D.,  "Community  Approaches  to  Developing  Health  Care  Services,"  Journal 
of  Ambulatory  Care  Management,  November  1980,  pages  11-22. 

This  is  an  analysis  of  how  two  small  Pennsylvania  towns  with  similar  geographic  settings  suc- 
cessfully used  different  methods  to  develop  similar  health  care  services.  One  used  external 
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resources,  mechanisms,  and  strategies,  while  the  other  relied  solely  on  internal  capabilities  and 
self  help  mechanisms.  Five  major  steps  are  identified  in  both  approaches:  identification  of  need; 
assessment  of  alternatives  to  meet  the  need;  selection  of  a  method  to  meet  the  need;  implemen- 
tation of  the  plan;  and,  evaluation  of  the  outcome.  The  shortage  of  health  care  services  was  first 
identified  in  the  two  towns  by  residents  unable  to  obtain  general  practitioner  services.  The  larger 
of  the  two  towns  had  limited  community  involvement,  used  an  outside  source  to  survey  com- 
munity medical  needs  and  potential  resources,  and  utilized  outside  professional  recruitment 
agencies.  The  other  town  eschewed  external  assistance;  its  townspeople  and  hospital  staff  at- 
tempted to  recruit  physicians  through  word  of  mouth  and  personal  solicitations. 

When  five  physicians,  including  one  from  Florida,  expressed  interest  in  moving  to  and  practicing 
in  the  smaller  town,  a  lack  of  adequate  housing  and  office  space  intervened.  Funds  were  col- 
lected from  the  community  and  local  industry,  land  was  donated,  construction  of  a  medical 
center  and  physician's  home  begun,  and  residents  volunteered  their  labor.  Only  equipment  and 
construction  materials  were  submitted  for  bids.  The  Florida  physician  moved  to  the  town,  and 
operated  out  of  a  rented  home  during  the  year  it  took  to  complete  facilities. 

The  larger  town  developed  a  Federal  grant  proposal  for  a  health  center.  Initial  funding  was  ob- 
tained from  the  State  health  department,  and,  with  the  help  of  the  Regional  Health  Systems 
Agency  and  the  HHS  Regional  Office,  Federal  grants  were  obtained  for  a  health  center  and 
equipment,  and  a  National  Health  Service  Corps  (NHSC)  physician  was  secured.  The  center's  ad- 
ministration and  management  was  contracted  out  to  a  regional  management  group. 

The  author  cites  several  reasons  for  the  two  different  approaches.  The  smaller  town  was  less  ur- 
banized, more  community  spirited  and  civic  minded,  with  many  low  to  middle  income,  blue  collar 
workers  of  less  diversified  ethnic  and  religious  backgrounds.  The  larger  town  was  mainly  popu- 
lated with  white  collar,  more  highly  educated,  wealthier  people;  the  town  had  grown  and  pros- 
pered largely  due  to  the  actions  of  small  committees  of  selected  people  who  were  more  familiar 
and  comfortable  with  outside  sources  of  support.  The  timing  of  the  two  cases  may  also  have 
been  a  factor.  The  smaller  town's  effort  occurred  between  1968  and  1970,  when  fewer  external 
funding  sources  existed,  and  those  available  were  not  well  advertised.  The  larger  town's  case 
occurred  during  the  mid  1970s,  when  Federal  and  State  assistance  was  being  widely  advertised 
and  offered  to  rural  communities. 

The  author  concludes  his  article  with  two  generalizations.  First,  the  knowledge  and  availability 
of  external  resources  determines  a  town's  choice  of  approaches.  The  second  generalization 
reflects  the  influence  of  voluntary  community  associations.  If  a  voluntary  association 
represents  a  broad  community  base,  the  activities  in  which  it  is  involved  can  be  integrated  into 
the  whole  community,  support  for  its  activities  will  be  broader,  and  internal  approaches  to 
resolving  a  town's  problems  will  be  more  feasible. 


Rodin,  Arvin  E.,  M.D.;  Calhoun,  Kevin  P.;  Bledsoe,  S.  Delois,  "Building  Blocks  to  Comprehensive 
Quality  Assurance,"  The  Hospital  Medical  Staff,  October  1980,  pages  26-31. 

The  authors  discuss  their  ideas  for  meeting  quality  assurance  standards  recently  introduced  by 
the  Joint  Commission  on  Accreditation  of  Hospitals  (JCAH)  in  their  1979  Accreditation  Manual 
for  Hospitals.  A  new  emphasis  has  been  placed  on  the  development  of  comprehensive  studies  in 
quality  assurance  programs. 

The  authors  stress  the  importance  of  planning  to  establish  a  good  institutional  quality  assurance 
program,  and  for  undertaking  individual  studies  within  the  program.  Building  blocks  for  a  quality 
assurance  program  mentioned  in  this  article  are:  setting  significant  measurable  standards; 
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determining  the  problem's  size;  writing  a  summation  of  the  major  findings;  and,  hospital  person- 
nel participating  in  the  development  of  quality  assurance  studies. 

Once  a  problem  is  observed  and/or  identified,  the  authors  point  out  that  a  statement  of  need 
should  be  prepared;  and  to  assure  conclusive  results  of  any  study,  intensive  recording,  tabula- 
tion, and  a  daily  log  should  be  completed. 

The  authors  suggest  three  questions  to  be  asked  when  reviewing  the  study  conclusions.  "Have 
the  criteria  been  met?  If  the  criteria  were  not  met,  did  the  fact  significantly  affect  the  quality  of 
the  activity?  And  if  significant,  what  were  the  responsible  agents  or  conditions?" 


"Federal  Funding  for  State  Medicaid  Fraud  Control  Units  Still  Needed,"  U.S.  General  Accounting 
Office,  HRD-81-2,  October  6,  1980. 

GAO  conducted  this  review  to  determine  whether  the  establishment  and  operation  of  State 
Medicaid  fraud  control  units  has  increased  States'  abilities  to  investigate  and  prosecute 
Medicaid  fraud  and  what  actions  HHS  should  take  to  improve  program  operation  and  ad- 
ministration. 

GAO  found  that  State  Medicaid  fraud  control  units  established  after  Congress  authorized  an  in- 
crease of  Federal  matching  funds  from  the  usual  50  up  to  90  percent,  have  increased  States' 
abilities  to  investigate  and  prosecute  Medicaid  fraud.  They  also  found  the  units  have  not 
become  self  supporting.  That  is,  unit  expenses  still  exceed  fraudulent  overpayment  collections. 
The  27  fraud  control  units  operating  as  of  December  31,  1979,  had  identified  potentially  recover- 
able amounts  equal  to  only  about  one  half  of  their  operating  costs,  and  GAO  questioned  the  ac- 
curacy of  the  recoverable  amounts  cited. 

GAO  identified  several  hindrances  to  effective  fraud  unit  operations.  These  were:  insufficient  in- 
formation forwarded  to  fraud  units;  problems  encountered  in  hiring  and  retaining  qualified  staff 
due  to  low  State  salaries  and  the  uncertainty  of  continued  Federal  funding;  and  inadequate 
training. 

GAO  believes  fraud  units  can  increase  their  effectiveness  with  experience,  and  recommends 
that  Congress  fund  the  units  beyond  the  September  30,  1980,  cutoff  date.  To  receive  additional 
funds,  GAO  pointed  out,  units  should  be  required  to  demonstrate  effective  performance  based 
on  reasonable  standards  established  by  HHS.  GAO  also  recommended  the  development  of 
operational  criteria  and  a  fraud  unit  training  manual,  and  verification  of  the  accuracy  of  fraud 
unit  statistics. 

(EDITOR'S  NOTE:  Before  its  adjournment,  the  96th  Congress  enacted  Public  Law  96-499,  the 
Omnibus  Reconciliation  Act  of  1980,  extending  the  period  for  90 percent  Federal  matching  funds 
to  three  years  from  the  date  a  State  establishes  a  Medicaid  fraud  control  unit,  and  75  percent 
Federal  matching  funds  thereafter.) 

Douglass,  Chester  W.,  D.D.S.,  Ph.D.,  "Definition  of  Health  Policy  Research  and  Policy  Analysis," 
Journal  of  Dental  Education,  Vol.  44,  No.  9,  1980,  pages  517-519. 

This  article  evolved  from  preparation  for  the  Policy  Research  Symposium,  Annual  Session  of  the 
American  Association  of  Dental  Research,  March  21,  1980,  Los  Angeles,  California.  The  author 
says  that,  in  an  attempt  to  formulate  a  basis  for  discussions  addressing  the  need  for  more  and 
better  information  about  the  development  of  dental  health  policy,  it  became  clear  that  some 
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general  agreement  on  definitions  was  necessary.  To  arrive  at  such  an  agreement,  he  explores 
the  terms  policy,  policy  research,  policy  related  primary  research,  and  policy  analysis. 

To  begin,  the  author  defines  policy  as  "a  course  of  action  that  is  adopted  and  pursued  for  its  ad- 
vantages." Differentiation  was  made  between  public  and  private  sector  health  policy  only  as 
they  affect  the  populations  they  serve.  It  is  important,  the  author  thinks,  to  note  the  difference  in 
results  of  official  policy— formally  articulated  decisions— and  informal  activities— what  is  ac- 
tually carried  out  as  policy  within  the  organization  or  government. 

Continuing,  he  defines  policy  research  as  the  systematic  analysis  of  these  formal  and  informal 
rules  and  their  impact  for  the  purpose  of  revising  them.  He  states  that  policy  research  divides  in- 
to two  types:  policy  related  primary  research  and  policy  analysis.  He  then  defines  policy  related 
primary  research  to  be  the  collection  of  new  data  and  their  analysis  whose  function  is  mainly  to 
answer  questions  about  the  current  course  of  action,  as  well  as  to  apply  the  findings  to  justify  a 
particular  policy  decision.  The  author  interprets  policy  analysis  as  the  systematic  investigation 
of  existing  data  for  the  purpose  of  choosing  the  best  policy  among  a  number  of  possible  alterna- 
tives and  their  consequences. 

It  is  important  to  understand  the  subtlety  surrounding  policy  analysis  for,  he  believes,  it  carries  a 
"normative  dimension,"  i.e.,  one  should  "know  the  objectives  and  underlying  point  of  view  of  the 
agency,  corporation,  government,  or  professional  group  under  whose  auspices  the  policy 
analysis  is  being  carried  out."  Additionally,  he  advocates  scrutiny  of  the  kinds  of  criteria  used  to 
compare  policies. 


Heatwole,  Kathleen  B.,  and  Breindel,  Charles  L,  "A  Political  Paradigm  for  the  Health  Care  Ad- 
ministrator," Health  Care  Management  Review,  Fall  1980,  pages  67-73. 

The  thesis  of  this  article  is  that  all  health  facility  administrators  must  develop  political  skills  and 
clout  to  influence  health  care  legislators  and  regulators  to  represent  provider  and  patient  in- 
terests by  curbing,  or  at  least  influencing,  the  proliferation  of  health  care  regulations.  This  is 
necessary,  the  authors  indicate,  because  Congressional  health  committees  no  longer  exclusively 
rely  on  the  medical  profession  (AMA)  and  the  hospital  industry  (AHA)  as  the  last  word  in  health 
related  matters,  but  hire  their  own  "experts"  and  solicit  testimony  from  varied  sources.  In  addi- 
tion, many  of  the  new  regulatory  agencies  (e.g.,  certificate  of  need  agencies  and  PSROs)  have 
not  yet  developed  ironclad  policies  and  procedures. 

Most  of  this  article  concerns  how  health  system  administrators  can  develop  techniques  to  in- 
fluence health  care  regulations  and  operating  policies  and  procedures.  The  many  constraints 
(e.g.,  IRS  regulations,  lack  of  time  and  money,  noncommitment  of  governing  boards,  etc.)  ad- 
ministrators face  are  recognized,  as  is  the  need  for  administrators  to  constantly  feed  their  reac- 
tions, opinions,  and  needs  to  legislators  and  regulators.  Administrators  must  have  knowledge  of 
Federal  and  State  legislative  processes  (e.g.,  when  are  legislatures  in  session;  which  commit- 
tees deal  with  health  issues;  which  individuals  have  the  greatest  influence  on  health  legislation; 
what  are  the  Federal  and  State  lobbying  and  political  contribution  rules,  especially  for  nonprofit 
organizations)  in  order  to  know  when  and  how  to  exert  influence.  It  is  also  recommended  that, 
through  visits  or  the  submittal  of  position  papers,  administrators  offer  legislators  their  exper- 
tise, information,  and  analyses  of  health  issues,  including  how  a  bill  may  affect  a  legislator's 
constituency. 

Debating  at  health  committee  or  government  agency  public  hearings  is  another  way  of  swaying 
legislators'  and  public  opinion.  Stalling  bills  and  proposals  through  continuing  debate  and 
redrafting  gains  reprieves,  sometimes  for  years.  Involving  influential  legislators  in  some  aspect 
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of  an  institution's  operation  (e.g.,  ground  breaking  ceremonies,  dedications,  involvement  in 
board  level  discussion  groups,  etc.)  also  helps  gain  legislative  support.  Finally,  based  on  the 
concept  of  strength  and  power  in  numbers,  merging  many  small  hospitals  into  fewer  but  larger 
hospitals,  and  promoting  cooperation  (e.g.,  combined  letter  writing  campaigns  and  pooling 
political  contributions)  is  also  recommended  as  means  of  gaining  political  influence,  rather  than 
differing  factions  in  the  health  industry  competing  for  attention. 


Dolan,  Andrew,  and  Moscovice,  Ira,  "A  Comparison  of  Hospitals  and  State  Agency  Efficiency  in 
Processing  Medicaid  Claims  in  Washington  State,  "  Health  Services  Research,  Summer  1980, 
pages  93-104. 

A  Medicaid  bill  processing  performance  review  of  the  Washington  State  agency  and  each  of  the 
109  urban  and  rural  Washington  hospitals  participating  in  the  Medicaid  program  was  initiated 
because  of  complaints  from  hospital  administrators.  These  administrators  contended  that  they 
processed  bills  internally  in  about  two  weeks  but  that  public  agencies  (Medicaid,  Medicare,  and 
the  State  workers  compensation  program)  paid  about  two  months  after  bill  receipt.  Rural  ad- 
ministrators, in  particular,  reported  that  the  Medicaid  program  was  tardy  in  reimbursement, 
creating  serious  liquidity  problems,  and  that  urban  hospitals  were  favored  in  bill  processing. 
This  project,  funded  by  a  National  Center  for  Health  Services  Research  (HEW)  grant,  was 
justified  because  it  "presented  an  aspect  of  regulations  that  has  seldom  been  commented  upon, 
and  because  of  the  alleged  seriousness  of  the  situation  for  rural  providers." 

The  study  considered  hospital  inpatient  bills  processed  by  the  Medicaid  agency  from  July  1, 
1977,  to  June  30,  1978.  Information  captured  included  number  of  days  between  date  of  provider 
service  and  the  date  of  bill  receipt  by  the  Medicaid  agency  (i.e.,  billing  cycle)  and  the  number  of 
days  between  agency  bill  receipt  and  bill  disposition  date  (i.e.,  processing  cycle).  Because  of 
recognized  distortion  to  findings,  bills  without  a  date  of  service  or  with  a  billing  cycle  greater 
than  a  year  were  excluded  from  the  study. 

The  study  revealed  comparable  mean  processing  cycles  for  bills  submitted  by  urban  and  rural 
hospitals.  However,  the  average  hospital  billing  cycle  was  more  than  three  times  the  average 
Medicaid  processing  cycle,  with  urban  hospitals  having  longer  billing  cycles  than  rural  hospitals. 
On  an  average,  hospitals  took  more  than  three  months  to  submit  bills  to  Medicaid  (two  months, 
after  excluding  bills  with  a  billing  cycle  of  more  than  one  year).  In  addition,  approximately  ten 
percent  of  all  submitted  bills  were  returned  to  hospitals  by  the  Medicaid  agency  for  further  infor- 
mation. Unfortunately,  the  Medicaid  agency  did  not  have  information  in  its  computerized  system 
identifying  resubmitted  bills. 

Implied  but  unsurprising  findings  were  that  hospitals  submit  uncomplicated  bills  to  Medicaid 
more  quickly  than  they  submit  complex  bills,  and  hospitals  more  dependent  on  Medicaid  reim- 
bursement tend  to  submit  bills  faster.  The  study  also  showed  that  the  Washington  Medicaid 
agency  processed  bills  in  about  a  month  and  those  which  took  longer  tended  to  fall  into  two 
groups:  those  returned  as  incomplete  or  erroneous  and  those  for  larger  dollar  amounts,  which 
probably  received  closer  agency  scrutiny.  Findings  indicated  that  the  State  agency  reimbursed 
slightly  less  than  two  thirds  of  the  hospital  bills  within  30  days,  if  no  additional  information  was 
required. 

The  authors  concluded  that  providers  "overestimate  the  State  processing  cycle  and  underesti- 
mate their  own  billing  cycle"  and  that  "administrators,  in  the  absence  of  facts,  immediately 
assumed  that  the  source  of  the  problem  was  not  their  own  institution,  but  rather  in  the  State 
agency."  The  authors  stated  that  "even  if  the  State  agency  were  able  to  halve  its  processing  cy- 
cle, the  average  turnaround  time  (i.e.,  billing  cycle  plus  processing  cycle)  for  bills  would  be 
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reduced  by  only  15  days.  If  hospitals  halved  their  billing  cycles,  the  turnaround  process  could  be 
reduced  by  almost  30  days."  Finally,  the  authors  summarize:  "It  is  possible  that  the  current 
criticism  of  government  programs  has  resulted  in  deflecting  the  attention  of  administrators  from 
possible  inefficiencies  in  their  own  institutions.  A  more  factually  based  dialogue  could  lead 
those  addressing  these  issues  to  devise  more  efficient  remedies." 


Barey,  Polly,  T.,  R.N.,  B.S.N. ,  and  Lewis,  Lois,  R.N.,  M.N.,  C.N.A.A.,  "Extending  Home  Care  Services: 
An  Experiment  That  Failed,"  Nursing  Outlook,  November  1980,  pages  680-684. 

This  is  the  story  of  an  unsuccessful  effort  by  five  small  Visiting  Nurse  Associations  (VNA)  to 
form  a  consortium  to  offer  evening  and  weekend  service  because  of  requests  received  from 
hospital  discharge  planners,  clients,  and  others.  The  VNAs  contacted  other  home  health  agen- 
cies (HHA)  regarding  their  experiences  with  expanded  services,  obtained  information  about  the 
availability  of  funds  and  the  need  for  such  services,  and  estimated  the  cost  of  such  expansion. 

The  VNAs  made  several  erroneous  assumptions  and  decisions  early  on.  Some  were  to:  never 
consider  merger  as  an  option;  assume  the  new  entity  could  quickly  become  self  supporting;  and, 
have  one  person  simultaneously  perform  both  functions  of  developing  a  new  agency  and  deliver- 
ing expanded  services.  Details  of  obtaining  initial  funding  and  staffing  are  given,  as  are  the  prob- 
lems (e.g.,  staffing)  encountered  in  starting  partial  extended  visiting  nursing  services. 

Among  the  problems  experienced:  only  five  of  15  aides  hired  proved  reliable;  the  need  for 
registered  nurses  could  not  be  met;  funds  began  to  run  out;  and,  in  spite  of  the  need  to  generate 
more  visits  and  revenue,  the  five  agencies  couldn't  agree  on  how  to  provide  for  extended  service 
hours.  The  consortium  was  finally  dissolved  June  28,  1979. 

Reasons  for  the  program's  failure  are  given.  Consortium  board  members  were  often  indecisive. 
They  treated  the  consortium  as  a  stepchild  because  they  had  to  spend  substantial  time  and  ef- 
fort on  two  separate  but  similar  boards.  The  consortium's  coordinator,  accountant,  and  board 
members  spent  prohibitive  amounts  of  time  filling  out  forms,  preparing  materials,  and  sitting 
before  panels  answering  questions  about  certificate  of  need  and  licensure  requirements. 

In  spite  of  the  consortium's  dissolution,  some  positive  effects  were  seen.  The  need  for  extended 
service  for  weekends  and  evenings  was  identified,  and  provided  for  several  months.  All  five 
VNAs  increased  their  services.  In  fact,  one  VNA  now  provides  nursing  and  home  health  aide  ser- 
vice seven  days  a  week,  12  hours  a  day.  Communication  was  established  between  various  board 
members  and  agencys  staffs.  All  five  agencies  established,  and  still  have,  seven  day  a  week 
answering  services. 


DuBois,  Paul  M.,  Ph.D.,  The  Hospice  Way  of  Death,  Human  Sciences  Press,  72  Fifth  Avenue,  New 
York,  NY  10011,  1980. 

This  233  page  book  provides  a  comprehensive  examination  of  the  hospice  movement  and 
analyzes  the  potential  impact  of  hospice  on  the  quality  of  dying.  The  author,  who  developed  his 
interest  in  thanatology  when  his  wife  became  terminally  ill,  describes  the  hospice  movement 
as  it  slowly  develops  into  a  national  network  of  terminal  care  facilities.  He  explores  a  number  of 
issues:  how  hospices  fit  into  existing  community  health  and  intensive  care  systems;  and,  the 
gap  between  the  needs  of  a  widespread  local  movement  towards  hospice  care  and  the  Federal 
government's  sluggish  response. 
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Case  studies  of  several  established  hospices  are  included.  Dr.  DuBois  discusses  the  emotional, 
spiritual  and  social  support  of  the  dying  patient,  and  states  that  the  most  common  problems  of 
dying  patients  are  pain,  nausea  and  vomiting,  constipation,  diarrhea,  and  anorexia.  Pain  control 
is  the  primary  goal  of  hospice  care.  Staff  at  Hospice,  Inc.  say  that  "50  percent  of  cancer  victims 
do  not  experience  pain."  They  also  point  out  that  pain  controls  should  be  given  when  the  pain  is 
mild,  instead  of  waiting  until  the  agonizing  stage.  Narcotics,  such  as  morphine  and  heroin,  are 
used  as  pain  killers,  along  with  additional  drugs  to  control  other  symptoms  of  the  dying  patient. 

The  author  discusses  hospitals  that  provide  hospice  care  and  points  out  the  need  for  community 
based  hospices.  He  discusses  the  advantages  and  disadvantages  of  establishing  hospices  in 
existing  hospitals,  and  describes  the  difference  between  care  given  in  hospices  and  that  given  in 
acute  care  facilities.  He  states  that  most  hospitals  have  more  beds  than  are  being  used,  and  that 
other  staff  throughout  the  hospital  could  observe  how  to  care  for  terminally  ill  patients.  The  ma- 
jor disadvantage  of  using  existing  hospital  beds  for  hospice  care  is  the  difficulty  in  establishing 
a  supportive  atmosphere  for  terminally  ill  patients  when  they  are  scattered  throughout  the 
hospital.  Limitations  also  may  be  imposed  on  hospice  staff  by  the  traditional  hospital  physical 
environment. 

The  final  chapter  of  this  book  is  devoted  to  describing  the  history  and  structure  of  the  National 
Cancer  Institute  (NCI)  in  Bethesda,  Maryland.  Dr.  DuBois  contends  that  government's  support 
and  response  to  cancer  research,  prevention,  and  treatment  has  been  positive,  but  the  Federal 
response  to  hospices  has  been  slow.  He  details  this  position  and  adds  that  NCI's  funding 
priorities  should  be  shifted  slightly  to  provide  for  followup  care,  and  care  for  those  who  are  not 
cured.  "Until  the  interests  of  the  dying  and  their  families  are  recognized  as  universal  concerns 
that  affect  the  last  stage  of  all  our  lives  and  the  quality  of  life  in  our  society,  we  as  a  nation,  will 
continue  to  die  miserable  deaths,"  he  concludes. 


Dauber,  Leonard  G.,  M.D.,  et  a/.,  "Hospice  in  Hospital:  Interdisciplinary  Group  for  Delivery  of  Care 
to  Terminally  III  in  Acute  Care  (Community)  Hospital,"  New  York  State  Journal  of  Medicine, 
October  1980,  pages  1721-1723. 

This  article  describes  a  pilot  hospice  program  for  terminal  cancer  patients  established  two  years 
ago  within  the  Albert  Einstein  College  Hospital,  a  400  bed  general  hospital  in  the  New  York 
borough  of  the  Bronx.  Hospice  demonstration  projects  have  been  set  up  as  separate  units  in  in- 
stitutions and  are  usually  costly,  requiring  major  funding  from  government,  foundations,  or  third 
party  insurance  carriers.  This  program,  however,  did  not  set  up  a  special  unit  separate  from  other 
patients  and  does  not  require  special  funding  or  additional  hospital  costs. 

The  program  is  supported  by  the  voluntary  efforts  of  an  interdisciplinary  team  of  volunteer  and 
regular  hospital  health  professionals  and  is  designed  to  help  terminal  cancer  patients  and  their 
families  cope  with  the  physical,  psychosocial,  emotional,  and  spiritual  stresses  associated  with 
dying,  and,  if  possible,  help  the  patient  remain  at  home.  These  hospice  services  begin  in  the 
hospital  and  can  continue  at  home  with  visits  by  nurses  and  social  workers  providing  continuity 
and  support.  Also  included  are  six  short  program  case  studies. 


Brown,  Richard  E.,  "Group  Practice  Management,"  Group  Practice  Journal,  October  1980,  pages 
21-25. 

Group  management  problems  tend  to  vary  in  degree  rather  than  type,  and  solutions  are  less  visi- 
ble in  smaller  groups  because  of  the  closer  relationships  of  staff  and  management.  The  author 
discusses  management  problems  encountered  in  group  practices  and  names  eight  key  problem 
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areas  group  practices  face  today  that  will  likely  intensify  in  the  1980s.  He  points  out:  present  and 
future  problems  in  organization  structure  and  management;  management  information  system 
design  and  use  in  managing  resources;  group  member  motivation,  productivity,  and  evaluation; 
planning  and  management  of  financial  and  human  resources;  group  communication  problems; 
and,  Federal,  State,  and  private  intervention  in  the  medical  care  delivery  system.  The  author 
states  the  importance  of  emphasizing  clearly  defined  management  roles  and  objectives,  and  em- 
phasizes that  "The  output  of  the  medical  care  system  is  a  service— an  age-old  one  that  faces  yet 
another  challenge  in  the  society  of  the  '80s.  To  paraphrase  Peter  Drucker  once  again,  it  is  impor- 
tant to  not  get  caught  up  in  the  common  alibis  for  malperformance  of  service  organizations: 

•  their  managers  are  not  businesslike; 

•  they  need  better  men  and  women;  and, 

•  their  objectives  and  results  are  intangible. 

The  fact  is  that  physician  leadership  in  group  practices  must  accept  the  responsibility  for  seeing 
that  these  challenges  are  recognized  and  met  effectively  by  their  managers." 


Cassidy,  Carl  E.,  M.D.,  "Licensure  by  Specialty,"  Federation  Bulletin,  Vol.  67,  No.  9,  September 
1980,  pages  263-267. 

Dr.  Cassidy,  a  Massachusetts  endocrinologist,  medical  educator,  and  author,  believes  licensure 
by  specialty,  though  proper,  should  not  be  encouraged  because  of  the  complexities  and  over- 
lapping of  the  various  fields  of  medicine  and  surgery.  Physicians  who  obtain  "full"  licenses  in 
the  U.S.  can  practice  as  both  physicians  and  surgeons.  Dr.  Cassidy  claims  it  is  impossible  to 
draft  legal  definitions  necessary  to  address  the  scope  of  the  practice  in  which  a  physician  may 
be  licensed  and,  even  if  such  definitions  could  be  drafted,  other  problems  would  still  exist. 

A  good  deal  of  this  article  concerns  Massachusetts'  physician  licensing  statutes,  rules,  and 
regulations.  Dr.  Cassidy  points  out  that  in  Massachusetts,  a  physician  who  passes  the  Federa- 
tion (Federation  of  State  Medical  Boards)  Licensing  Examination  (FLEX)  in  one  sitting  with  a 
FLEX  weighted  average  of  75,  is  eligible  for  a  full  license,  even  though  he/she  is  not  required  to 
have  completed  any  post  graduate  training  prior  to  the  examination. 

The  article  includes  a  brief  resume  of  the  events  leading  to  Massachusetts'  passage  of  its  full 
licensure  legislation  and  regulations  requirements  which,  in  turn,  led  to  the  State's  mandating 
certification  by  a  specialty  board.  Also  described  are  several  of  the  board's  licensing  rules.  The 
author  contends  that  the  creation  of  new  examinations  designed  to  evaluate  the  results  of  post 
graduate  programs  short  of  specialization  could  create  licensure  problems  even  more  complex 
than  licensure  by  specialty.  Unless  there  is  a  compelling  need  for  such  examinations,  they  could 
be  an  additional  burden  for  physicians  with  little  or  no  benefit  to  the  public,  according  to  the 
author.  Dr.  Cassidy  concludes  with  a  warning  that,  even  though  there  is  a  responsibility  to 
monitor  all  aspects  of  medicine,  we  should  be  aware  that  laws  and  regulations  lead  to  more  laws 
and  regulations. 


Costin,  Max,  M.D.,  "Four  C's  that  Can  Make  a  Good  Doctor  Better,"  Medical  Economics, 
September  15,  1980,  pages  69-72. 

The  author  discusses  four  qualities  that  patients  interpret  differently  than  their  physician. 
"Knowing  the  difference  can  help  (a  physician)  handle  problems  textbooks  never  cite,"  he  points 
out.  The  four  C's  are: 
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Competence— A  physician  should  look  at  a  patient  as  a  person  and  not  as  a  special  kind  of  prob- 
lem. 

Communication— Use  positive  words  and  phrases  whenever  possible.  The  correct  use  of  verbal 
and  non-verbal  communication  is  essential  to  the  physician's  image. 

Concern— A  physician  should  have  a  therapeutic  value  of  sensitivity  to  a  patient's  needs  and 
feelings. 

Confidence— Patients  want  a  physician  they  can  trust  and  rely  upon  to  diagnose  and  treat  their 
medical  problems;  physicians  should  keep  their  promises  and  obligations. 

Cuatrecasas,  Pedro,  "The  Downward  Trend  in  Drug  Discovery,"  Private  Practice,  November  1980, 
pages  18-31. 

A  pharmaceutical  industry  official  offers  his  views  and  opinions  regarding  today's  "dilemma"  in 
drug  research  and  development.  He  asserts  that  many  potential  medicines  are  not  being 
discovered,  developed,  or  researched  because  of  the  enormous  investments  in  time,  money,  and 
facilities  needed  to  bring  a  drug  to  market.  Another  reason  for  the  "dilemma,"  he  claims,  is  the 
manner  in  which  regulatory  agencies  interpret  and  enforce  regulations.  The  absence  of  drug 
products,  the  author  submits,  increases  health  costs.  He  contends  that  if  the  products  existed, 
they  would  reduce  not  only  suffering  but  also  the  costs  of  more  expensive  therapy  or  preventive 
measures. 

Over  the  last  15  years  there  has  been  a  marked  reduction  in  new  drugs  and  a  decrease  in  new 
drug  testing  in  human  beings.  This  is  mainly  because  of  changes  in  the  regulatory  climate,  and 
attitudes  fostered  by  the  Food  and  Drug  Administration  and  other  regulatory  agencies,  the 
author  claims.  Increased  demands  for  safety  and  efficacy  data,  the  proliferation  of  "the  paper 
maze,"  delays,  and  a  permeation  of  hostility  and  adversarial  relationships  have  discouraged 
scientists  and  drug  research,  he  adds.  All  this  leads  up  to  the  author's  conclusion  that  the 
economic  viability  of  return  on  investment  for  drug  research  is  threatened,  since  it  costs  $40-$50 
million  and  requires  10  to  12  years  to  bring  a  new  drug  to  the  market.  In  addition,  six  to  ten  years 
of  a  new  drug's  patent  life  expires  before  it  is  approved  for  marketing,  leaving  relatively  few 
years  to  recover  costs.  Risks  are  so  great,  and  the  economic  incentives  and  rewards  for  innova- 
tion so  minimal,  that  they  drive  away  many  potential  innovators;  those  who  remain  are  becoming 
more  conservative  and  cautious,  the  author  says. 

The  article  concludes  with  suggestions  on  how  to  alter  the  downward  trends  and  disincentives 
for  new  drug  discovery.  Suggestions  include:  change  patent  laws  to  extend  the  life  of  patents 
through  the  years  needed  to  obtain  marketing  approval;  make  managerial  and  administrative 
changes  in  the  FDA  to  reduce  delays  due  to  procrastination,  indecision,  or  bureaucratic 
maneuvers;  establish  special  tax  incentives  for  research  and  development  expenditures;  end 
"unreasonable"  regulatory  demands  concerning  chemistry,  manufacturing  controls, 
metabolism,  analytic  standards,  etc.,  in  the  early  phases  of  clinical  trial  because  they  are  usually 
"irrelevant"  for  proof  of  safety  and  efficacy;  and  through  education,  promote  greater  appreciation 
by  the  public  and  regulatory  agencies  of  the  values  and  benefits  of  new  drugs. 


Ludwig,  Donald  J.,  "Are  Prepaid  Plans  Ideal  for  Hospitals?"  Hospitals,  October  1,  1980,  pages 
71-73. 

This  article  traces  the  beginning  of  the  health  maintenance  organization  (HMO)  era  and  ex- 
amines the  impact  of  the  prepayment  concept  on  the  "public-general"  hospital.  Citing  earlier 
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controversies  to  include  negative  consumer  reaction,  the  author  speaks  mainly  of  California's 
experience  in  the  development  of  prepaid  health  plans.  Although  Contra  Costa  County  Medical 
Services,  a  public-general  hospital  in  California,  suffered  serious  drawbacks  in  the  attainment  of 
prepaid  health  plan  status,  the  author  strongly  advocates  use  of  the  public-general  hospital  in 
undertaking  the  HMO  experiment. 

The  author  believes  that  although  the  Federal  role  was  a  significant  and  supportive  one  in  the 
development  and  organization  of  strong  HMOs,  HEW  staff  analysis  left  the  public-general 
hospital  in  a  weak  developmental  position.  He  argues  somewhat  against  an  original  posture  that 
a  successful  HMO-type  operation  should  try  to  avoid  enrollment  of  large  numbers  of  poor  or  near- 
poor  members  because  their  ill  health  status  constitutes  a  fiscal  strain  which  prohibits  growth 
and  expansion  of  the  institution.  Conversely,  he  believes  that  once  established,  substantial  sav- 
ings are  realized  through  reduced  administrative  processes.  He  asserts  that  "public-general 
hospitals  are  ideal  vehicles  for  the  prepayment  system  because  they  are  comprehensive  health 
care  providers  that  can  treat  large  patient  populations." 

With  an  eye  toward  the  future,  the  author  states  that  although  national  health  insurance  may 
question  or  limit  the  role  of  HMOs,  the  public-general  hospital  prepaid  model  can  be  seen  as  a 
demonstration  project  for  an  alternative  to  national  health  insurance.  At  any  rate,  he  believes  the 
prepayment  concept  to  be  a  sound  approach  to  survival  partnership.  This  is  true  for  several 
reasons.  First,  he  asserts,  because  approximately  80  percent  of  the  U.S.  population  have  health 
insurance  (including  Medicaid)  of  some  kind,  the  value  of  a  prepaid  plan  is  virtually  already  being 
experienced.  Second,  he  contends  that  "any  health  insurance  scheme  that  is  devised  .  . .  could 
not  curb  the  present  rate  of  inflation,  but  would  only  intensify  it."  And  third,  he  argues  that  the 
real  problem  in  health  care  delivery  as  concerns  the  poor,  near-poor— working  or  unemployed — 
and  the  aged,  is  a  limited  and  fixed  means  of  support. 

Gray,  Ann,  "Guide  to  HMO-Watching,"  Virginia  Medical,  Vol.  107,  November  1980,  pages  764-771. 

The  managing  editor  of  this  periodical  interprets  the  reactions  and  experiences  of  a  group  of 
northern  Virginia  private  physicians  when  three  health  maintenance  organizations  (HMO)  began 
operating  in  their  area.  When  they  appealed  to  their  local  medical  society  about  the  siphoning 
off  of  patients,  the  physicians  were  advised  to  consider  forming  their  own  individual  practice 
association  (IPA),  a  type  of  prepayment  health  plan.  The  article  contains  descriptions  of  eight 
different  types  of  HMOs  and  a  tongue  in  cheek  description  of  how  Federal  funds  can  be  obtained 
and  utilized  to  consider  establishing  an  HMO.  Ms.  Gray  goes  into  great  detail  regarding  the 
steps  this  group  of  Virginia  physicians  have  gone  through  (e.g.,  Federally  funded  feasibility 
studies)  while  considering  whether  or  not  to  establish  an  IPA.  (No  decision  had  been  made  at  the 
time  this  article  was  written.) 

It  is  pointed  out  that,  as  with  any  business,  management  expertise  and  proper  money  manage- 
ment (i.e.,  informed  planning,  oversight,  and  balancing  the  cost  of  dispensed  treatments  with  in- 
coming payments)  are  crucial  to  the  success  of  HMOs.  The  manner  in  which  cash  flows  in  and 
out  of  a  specifically  identified  HMO  is  discussed.  How  this  HMO  determines  individual  physi- 
cian payments  is  explained,  as  is  how  its  money  management  system  encourages  cost  effective- 
ness, and  how  it  controls  under  and  overutilization  of  physician  services. 

Anderson,  Thor  E.,  "An  HMO  Experiment  in  Medicare  Prepayment,"  Medical  Group  Management, 
September/October  1980,  pages  40-44. 

The  Greater  Marshfield  Community  Health  Plan  (GMCHP)  in  central  Wisconsin  is  one  of  12 
HMOs  involved  in  7  HCFA  conducted  prepaid  Medicare  demonstration  programs.  Enrollment  in 
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GMCHP  under  this  experiment  began  in  April  1980  for  coverage  effective  June  1,  making  the  plan 
available  for  the  first  time  to  those  age  65  and  over.  By  late  June,  more  than  one-third  (6,200)  of 
the  eligible  age  65  and  over  Medicare  beneficiaries  had  enrolled,  with  enrollment  expected  to 
level  off  at  10,000  by  spring  1981. 

The  GMCHP  subscribers  receive  no  bills  and  covered  services  are  completely  prepaid.  Interest- 
ingly, all  physicians  practicing  in  the  GMCHP  service  area  are  affiliated  with  the  plan,  eliminat- 
ing collection  problems  from  the  plan's  Medicare  beneficiaries.  For  this  reason,  physicians  accept 
assignment  for  86  percent  of  their  charges  for  services  to  GMCHP  Medicare  enrollees.  Discuss- 
ing capitation  rate  setting,  the  article  notes  that  the  plan's  actuaries  estimate  Medicare 
enrollees  will  cost  the  plan  3.2  times  as  much  as  non-Medicare  enrollees. 

The  HCFA  demonstration  "seeks  to  test  the  potential  of  capitation  financing  for  delivering  cost 
savings  to  the  Federal  Medicare  program  at  no  loss  in  quality,  creating  incentives  for  beneficiaries 
to  enroll  in  HMOs,  and  increasing  HMO  participation  in  Medicare."  Research  objectives  are 
based  on  the  assumption  that  "HMOs  can  provide  Medicare  benefits  at  lower  aggregate  cost 
than  fee  for  service."  The  GMCHP,  however,  has  not  requested  Federal  HMO  qualification. 

The  preliminary  outcome  of  this  demonstration  will  be  reported  after  the  project  terminates  in 
1982.  Predictions  are  that  "a  recognized  HMO  plan  can  be  very  attractive  to  the  Medicare  popula- 
tion if  offered  for  a  reasonable  premium  rate."  It  is  anticipated  that  the  results  of  this  and  other 
HMO  demonstration  projects  should  help  Congress  with  its  consideration  of  fixed  capitation 
financing  of  Medicare. 


Connery,  Rev.  John  R.,  S.J.,  S.T.D.,  "Court  Guidelines  on  Incompetent  Patients  Compromise  Their 
Rights,"  Hospital  Progress,  September  1980,  pages  46-49. 

This  article  by  a  theologist  at  Chicago's  Lc/ola  University  discusses  the  moral  and  ethical  dif- 
ficulties in  deciding  whether  to  use  ordinary  or  extraordinary  means  to  prolong  life.  It  also 
discusses  the  difference  in  perspectives  which  this  decision  causes  between  spiritual  and 
medical  practitioners. 

Patients  have  the  right  to  decide  if  they  will  use  services  to  prolong  their  life.  The  article 
discusses  patients  who  could  not  make  this  decision. 

The  author  presents  four  cases,  including  that  of  Karen  Ann  Quinlan,  and  discusses  the  impact 
of  court  decisions  for  prolonging  life  when  the  patient  is  incompetent  to  make  this  choice. 

"If  a  law  that  is  meant  to  protect  patients  actually  interferes  with  the  exercise  of  their  rights  and 
prevents  incompetent  persons  from  getting  the  relief  available  to  competent  persons,  something 
is  wrong,"  Father  Connery  concludes. 

Garanzini,  Rev.  Michael  L,  S.J.,  "WHCF  Exposes  Four  Health-Related  Concerns,"  Hospital  Prog- 
ress, Bull,  248,  #55,  October  1980,  pages  10-12. 

Father  Garanzini  briefly  captures  the  spirit,  and  the  lack  of  it  in  several  instances,  in  this  article 
reporting  the  outcome  of  the  White  House  Conference  on  Families  which  met  in  August  1980,  to 
prepare  its  final  report. 

The  Conference's  task  force  of  117  members,  advisory  committee  of  40  and  22  others  represented 
the  total  2,000  delegates,  and  attempted  to  prepare  a  report  which  would  somehow  show  con- 
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census  of  opinion.  This  was  a  challenge,  reports  Father  Garanzini,  since  some  topics  evoked 
such  strong  emotion  that  little  agreement  was  possible  for  the  final  report.  He  tells  us  that  the 
group  finally  decided  that  the  final  report  would  only  address  those  issues  that  had  been  settled 
during  the  conference,  and  omit  those  unsettled  controversial  ones.  Four  major  areas  expected 
to  be  discussed  in  the  report  are:  The  group's  ability  to  deal  with  sensitive  issues;  most  U.S. 
families  favor  a  return  to  meeting  social  and  health  services  needs  within  the  family  structure; 
the  Conference  recognized  drug  and  substance  abuse  as  the  most  "urgently"  felt  problem  fac- 
ing American  families;  and,  sex  and  family  education  is  a  serious  concern,  although,  the  author 
reports,  emotions  run  strong  on  the  various  solutions.  While  statistics  show  the  results  of  the 
lack  of  adequate  information,  a  controversy  exists  over  who  should  provide  it. 


Fagerhaugh,  Shizuko,  D.N.  Sc.;  Strauss,  Anselm,  Ph.D.;  Suczek,  Barbara,  Ph.D.;  and  Wiener, 
Carolyn,  Ph.D.,  "The  Impact  of  Technology  on  Patients,  Providers,  and  Care  Patterns,"  Nursing 
Outlook,  November  1980,  pages  666-672. 

This  article  describes  the  efforts  nurses  and  others  have  made  to  identify  solutions  to  problems 
created  by  medical  technology  innovations.  The  information  presented  is  based  on  research 
supported  by  a  grant  from  the  U.S.  Public  Health  Service,  Health  Resources  Administration. 

The  authors  describe  the  growth  of  medical  specialties,  the  corresponding  evolution  of  nursing 
specialties,  and  the  necessary  technical  specialties  which  service  complex  medical  equipment. 
Because  technology  is  continuously  upgraded,  the  authors  acknowledge  that  "the  division  of 
labor  is  constantly  negotiated  and  renegotiated,"  creating  administrative  and  management 
problems. 

Significant  medical  advancement  has  caused  a  shift  in  illness  patterns,  from  treatment  of  infec- 
tions and  parasites  to  treatment  of  chronic  diseases  (e.g.,  cancer,  cardiovascular,  respiratory), 
the  authors  observe.  Medical  concentration  on  treatment  of  chronic  conditions  has  produced 
new  services  "to  make  up  for  the  incapacitating  effects  of  a  disease  whose  course  one  is  unable 
to  do  much  about,  or  to  postpone  death." 

Specialization  growth  has  also  produced  complex  bureaucratic  health  structures,  fragmented 
health  care,  and  depersonalizing  effects  on  patients.  This  growth  has  generated  high  health  care 
cost,  increased  government  regulations,  and  moral  and  ethical  concerns.  Special  interest  fac- 
tions among  specialties  have  generated  dissension  between  specialties. 

The  writers  conclude  that  "our  intent  has  been  to  indicate  the  necessity  for  a  greater  awareness 
concerning  how  nursing  and  nursing  care  are  inextricably  linked  to  technology— a  linkage  which 
in  turn  breeds  specialized  views,  to  the  detriment  of  common  nursing  goals."  Finally,  "the  triad 
of  issues— cost,  continuity  of  care,  and  comprehensive  health  care  for  chronic  illness— cannot 
be  handled  independently;  they  are  interwoven  with  the  issues  of  safety,  morality,  and  equity 
raised  by  technology." 


Logue,  J.  N.,  Hansen,  H.,  and  Struening,  E.,  "Some  Indications  of  the  Long  Term  Health  Effects  of  A 
Natural  Disaster,"  Public  Health  Reports,  Vol.  96,  No.  1,  January/February  1981,  pages  67-79. 

Three  health  practitioners  attempt  to  support  the  hypothesis  that  stress  associated  with  disaster 
has  long  term  health  effects.  Spurred  by  previously  gathered  information  about  several  major 
disasters,  the  authors  conducted  a  study  five  years  after  Hurricane  Agnes,  which  occurred  in 
June  1972,  causing  extensive  flood  damage  to  a  large  part  of  the  eastern  and  northeastern 
United  States.  This  is  a  report  of  that  study.  The  authors  state  that  its  purpose  was  "to  identify 
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the  long  range  health  effects  of  the  disaster  on  a  cross  section  of  female  residents  of  the 
Wyoming  Valley."  They  selected  396  respondents  for  the  flood  group,  and  166  for  the  nonflood 
group.  All  562  participants  resided  in  Kingston,  Pennsylvania  and  surrounding  towns. 

To  assure  comprehensive  information,  the  researchers  utilized  a  105  item  questionnaire  consist- 
ing of  demographic  characteristics,  personal  experiences  in  the  recovery  period,  and  the 
respondents'  perceptions  of  the  amount  of  stress  in  their  lives  attributable  to  the  disaster,  as 
well  as  the  degree  of  medical  and  social  support  services  available  to  assist  them  during  the 
post  disaster  period.  Also,  they  utilized  a  checklist  of  50  specific  health  problems  related  to  the 
major  body  systems,  and  10  selected  global  variables  representing  both  mental  and  physical 
health. 

Responses  of  the  two  groups  were  compared,  and  in  all  instances  the  flood  group  consistently 
showed  higher  incidence  rates  of  disease  than  the  nonflood  group.  However,  because  of  the  low 
response  rates  for  both  groups,  in  addition  to  the  fact  that  the  information  ascertained  rests 
largely  on  impressions,  the  researchers  caution  against  drawing  conclusions  from  this  study.  It 
does,  the  authors  say,  suggest  that  the  stress  associated  with  disasters  may  endure  for  many 
years  and  be  responsible  for  excess  long  term  morbidity. 


Kirkendall,  Walter  M.,  M.D.,  and  Hammond,  Jeremy  J.,  M.D.,  "Hypertension  in  the  Elderly," 
Archives  of  Internal  Medicine,  Vol.  140,  September  1980,  pages  1155-1161. 

Health  problems  of  people  over  65  years  of  age  promise  to  dominate  the  practice  of  medicine 
and  the  delivery  of  medical  services  in  the  near  future.  This  age  group  currently  accounts  for  40 
percent  of  all  hospital  bed  usage  and  54  percent  of  every  health  dollar  spent.  One  significant 
cause  of  these  health  problems  is  hypertension,  a  disease  that  affects  approximately  30  percent 
of  the  population  between  the  ages  of  60  and  65,  and  40  percent  of  those  over  age  65.  Hyperten- 
sion is  the  leading  cause  of  invalidism  and  death  in  the  aged,  causing  damage  to  such  vital 
organs  as  the  heart,  brain  and  kidney.  It  is  associated  with  heart  attacks,  renal  failure  and  ag- 
gravates atherosclerosis. 

The  authors  discuss  the  different  types  of  hypertension,  and  the  hemodynamics  peculiar  to  the 
elderly  that  should  be  considered  when  designing  treatment  programs  for  hypertension  prob- 
lems. They  point  out  that  an  increase  in  blood  pressure  in  the  elderly  is  an  expression  of  a 
disease  process.  Results  of  several  studies  showing  causes  and  problems  associated  with 
hypertension  are  discussed.  These  studies  are  examined  to  determine  whether  the  prognosis  of 
hypertension  in  the  elderly  can  be  improved  by  therapy,  diet,  and  drug  assistance.  The  authors 
say  that  recent  evidence  indicates  that  appropriate  therapy  delays  morbid  and  fatal  complica- 
tions of  hypertension  in  this  group. 


Lincoln,  Thomas  L,  and  Korpman,  Ralph  A.,  "Computers,  Health  Care,  and  Medical  Information 
Science,"  Science,  Vol.  210,  No.  4467,  October  17, 1980,  pages  257-263. 

Development  of  computer  systems  for  medical  science  areas  has  permitted  emergence  of  medi- 
cal information  science  (MIS).  The  tremendous  volume  of  collected  medical  data  has  made 
manual  collection,  manipulation,  and  display  impractical,  so  that  the  use  and  potential  of  com- 
puters for  performing  these  functions  has  become  essential.  Medical  procedures,  however,  are 
generally  presented  as  patterns  or  examples  which  depend  on  "informal  conventions,"  knowl- 
edge and  judgment  to  evaluate  exceptions.  Since  exceptions  to  routine  procedures  are  frequent 
in  medical  science,  the  procedural  exactness  of  computer  systems  frequently  restricts  effective 
processing  of  medical  information  without  creating  large  clerical  workloads. 
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This  article  uses  medical  information  in  the  clinical  laboratory  to  demonstrate  an  effective  MIS. 
Because  the  laboratory  is  a  well  defined  separate  unit  which  is  simpler  than  medical  practice  as 
a  whole,  it  is  an  ideal  representative  of  the  health  care  system  in  microcosm.  The  article  shows 
that  for  a  clinical  laboratory,  a  computerized  system  can:  structure  and  screen  input;  handle 
bookkeeping  tasks;  organize,  file,  and  retrieve  data;  identify  unusual  results;  print  specimen 
labels  and  produce  reports;  track  specimen  status,  lab  decisions,  and  quality  control  checks; 
and  post  charges  to  patient  accounts  for  work  completed.  The  favorable  and  interrelated  results 
of  these  functions  are:  improve  timeliness  of  patient  care;  improve  report  format  to  the  physi- 
cian; provide  a  data  base  to  improve  quality  of  the  health  care  process;  and,  introduce  manage- 
ment controls  for  health  care  cost  containment.  In  this  application,  potentially  significant 
results  could  be  reduction  in  volume  of  unfruitful  diagnostic  procedures,  reduction  in  incident  of 
treatment-induced  complications,  and  reduction  in  temptation  to  act  on  lab  values  that  may  not 
correspond  to  or  predict  illness. 

The  authors  acknowledge  that  the  clinical  laboratory  represents  one  of  the  most  successful  ap- 
plications of  MIS.  However,  this  example  demonstrates  that,  with  enhancements  in  computer 
capacity  and  configurations,  the  MIS  approach  has  a  promising  future. 

Lind,  S.  Donna,  "Educational  Advances  in  Health  Care,"  Nursing  Homes,  November/December 
1980,  pages  14-17. 

Current  long  term  care  issues  and  available  educational  programs  for  long  term  care  adminis- 
trators are  discussed  in  this  article.  The  author,  Assistant  Professor  at  George  Washington 
University's  (GWU)  Department  of  Health  Services  Administration,  outlines  the  long  term  care 
program  offered  at  GWU. 

The  GWU  program  is  designed  to  prepare  individuals  for  professional  careers  in  managing  and 
planning  health  services  and  in  developing  health  related  policies.  GWU's  curriculum  includes 
generalist  or  specialist  education  in  health  services  policies  and  planning,  and  health  services 
management.  Required  courses  include:  Introduction  to  Health  and  Medical  Care,  Organization 
and  Management  of  Health  Services,  Program  Evaluation,  Quantitative  Methods,  Health  Plan- 
ning, Health  Services  and  Law,  Human  Behavior  in  Organizations,  Human  Resource  Manage- 
ment, and  Case  Studies  in  Health  Services  Administration. 

GWU  students  with  past  work  experience  or  career  interests  in  long  term  care  are  given  top  con- 
sideration for  Public  Health  Service  Traineeship  Awards  available  from  Health  Services  Adminis- 
tration (HSA).  Although  HSA  programs  have  reduced  or  limited  long  term  care  residencies 
because  of  high  cost,  GWU  is  committed  to  this  experience  as  essential  to  mastering  the  com- 
plex skills  required  of  the  long  term  care  administrator.  To  increase  professional  education  in 
long  term  care  administration,  a  grant  was  issued  by  the  Health  Resources  Administration  (HRA) 
to  the  Department  of  Health  Services  Administration  allowing  for  the  improvement  of  long  term 
care  speciality  courses,  the  incorporation  of  long  term  care  materials  into  courses  required  of  all 
HRA  students,  and  the  development  of  new  long  term  care  residency  sites.  North  Texas  State 
and  the  University  of  Arizona  have  similar  programs  to  that  of  GWU. 

Rom,  William  N.,  M.D.,  M.P.H.,  "The  Rocky  Mountain  Center  for  Occupational  and  Environmental 
Health,"  The  Western  Journal  of  Medicine,  September  1980,  pages  264-269. 

The  Rocky  Mountain  Center  for  Occupational  and  Environmental  Health  (RMCOEH)  was  estab- 
lished at  the  University  of  Utah  in  1977.  This  center  has  developed  innovative  training  programs 
in  occupational  and  environmental  health,  and  an  administrative  structure  that  may  assist  other 
universities  developing  multidisciplinary  programs  in  the  field  of  occupational  health  and  safety. 
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The  advantage  of  RMCOEH's  location  in  Salt  Lake  City,  Utah  is  the  availability  of  resources  such 
as  the  Occupational  Safety  and  Health  Administration  (OSHA)  analytical  laboratories;  OSHA's 
Health  Response  Team;  the  National  Institute  for  Occupational  Safety  and  Health  (NIOSH) 
analytical  chemistry  contract  laboratory;  the  National  contract  laboratory;  industrial  hygiene 
facilities  and  personnel  of  Kennecott  Minerals;  American  Smelting  and  Refining;  Radian  Cor- 
porations; the  University  of  Utah  (Colleges  of  Mines,  Engineering,  Medicine,  Nursing,  Law,  etc.); 
and  the  Department  of  Family  and  Community  Medicine. 

The  center's  training  and  technical  assistance  programs  offered  to  occupational  safety  and 
health  professions  are  described.  These  programs  identify  and  help  reduce  job  related  health 
and  environmental  problems.  The  training  programs  include  subjects  as  occupational  medicine 
(a  two  year  program  which  provides  didactic,  research,  clinical,  and  practical  training),  Industrial 
Hygiene  and  Safety  (numerous  employment  opportunities  are  available  in  this  field),  Occupa- 
tional and  Environmental  Health  (useful  for  local  health  officers  or  environmental  health 
specialists  in  small  colleges,  industry,  local  health  departments,  or  labor),  Occupational  Health 
Nursing  (this  master's  program  is  completed  in  18  months  to  two  years;  the  practitioner  program 
is  nine  months),  and  Safety  (two  bachelor  of  science  programs  are  offered:  occupational  safety 
and  health,  and  public  health). 

The  center  conducts  research  on  several  work  related  health  problems.  Among  those  discussed 
in  this  article  are  cancer  epidemiology,  effects  on  the  reproductive  system  from  occupational  ex- 
posure, immunologic  impairments,  lung  diseases,  and  health  problems  related  to  workers  in  the 
field  of  energy  and  mining. 

There  are  a  limited  number  of  medical  schools  that  have  departments  in  occupational  and  en- 
vironmental health.  The  majority  of  medical  schools  have  preventive,  community  or  public 
health  departments.  The  author  concludes  the  article  with  an  outline  of  the  center's  administra- 
tive perspectives. 
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M/MMI  CLEARINGHOUSE  SUPPLEMENT:  CATALOGUE  OF  STATE  MATERIALS 


(EDITOR'S  NOTE:  M/MMI  published  the  Catalogue  of  State  Materials  in  October  1979;  this  supple- 
ment lists  all  the  State  material  the  Clearinghouse  has  acquired  since  then.) 

Alaska  Medicaid  Manual:  A  Guide  to  Accurate  Eligibility  Determination— This  manual  provides 
basic  information  and  instructions  regarding  recipient  eligibility  coverage,  limitations,  and  instruc- 
tions for  completing  the  nursing  home  income  credit  form,  travel  authorization  form,  and  medical 
authorization  coupon.  For  further  information,  contact  Jeff  Hubbard,  Division  of  Public  Assistance, 
Pouch  H-07,  Juneau,  Alaska  99811,  (907)  465-3347. 

Arkansas  Physician's  Provider  Manual,  October  1,  1978— This  manual  provides  physicians  with 
detailed  knowledge  of  the  State's  Medicaid  program  policy,  billing  and  claims  filing  procedures, 
and  program  benefits  and  limitations.  It  covers  recipient  eligibility  and  identification  cards,  pro- 
vider participation  and  disclosure  information,  third  party  liability,  billing  Medicaid  recipients, 
coverage  of  services  and  prior  authorization,  and  formal  hearings  and  claims  processing  procedures. 
For  further  information,  contact  George  Roth,  Office  of  Medical  Services,  Division  of  Social  Services, 
P.O.  Box  1437,  Little  Rock,  Arkansas  72203,  (501)  371-2388. 

California  Medicaid  Quality  Control/Corrective  Action  Report,  July  31, 1980— This  report  assesses 
the  quality  control  performance  of  California's  Medicaid  program  during  the  six  month  review 
period,  April-September  1979  in  the  areas  of  eligibility  determination,  fee-for-service  payments,  and 
third  party  identification.  It  also  includes  assessments  of  Medicaid-related  performances  of  six 
major  aid  programs:  Supplemental  Security  Income/State  supplementary  payment  cash  aid  pro- 
grams; Aid  to  Families  with  Dependent  Chidlren;  the  Medicare  program;  the  California  Medicaid 
only  eligibility  program  (for  medically  needy  and  medically  indigent);  the  California  Medicaid  pro- 
vider claims  payment  process;  and,  the  Medicaid  third  party  liability  collection  process.  For  further 
information,  contact  Frank  Randas,  Department  of  Health  Services,  Medi-Cal  Quality  Control  Sec- 
tion, 1215  16th  Street,  Sacramento,  California  95814,  (916)  322-1071. 

Delaware  Study  of  Options  to  Expand  Public  Health  Care  Coverage  for  Delaware  Citizens,  February 
1981— This  report  gives  an  overview  of  Delaware's  Medicaid  program  and  health  care  system,  and 
provides  information  on  various  options  and  estimated  costs  of  expanding  State  supported  health 
care  coverage  to  needy  individuals.  For  further  information,  contact  Linda  Barnett,  Division  of  Plan- 
ning, Research  and  Evaluation,  Delaware  State  Hospital,  Main  Building,  New  Castle,  Delaware 
19720,  (302)  421-6749. 

Florida  Billing  Guidelines  for  Dental  Services— This  manual  provides  a  detailed  description  of  how 
providers  of  dental  services  to  Medicaid  recipients  must  file  claims  for  Medicaid  payment  under 
Florida's  Medical  Assistance  program.  It  includes  information  about  Medicaid  remittance 
vouchers,  prior  authorization,  requesting  adjustments,  voids,  and  third  party  liability  payments.  For 
further  information,  contact  Lawrence  J.  Kraft,  SDC  Integrated  Services,  Inc.,  P.O.  Box  5050, 
Tallahassee,  Florida  32301,  (904)  878-8621. 

Florida  Billing  Guidelines  for  Physician  Services— This  manual  provides  a  detailed  description  of 
how  physicians  should  file  their  Medicaid  claims  for  services  rendered  to  medical  assistance  recip- 
ients. It  includes  information  about  Medicaid  remittance  vouchers,  prior  authorization, 
Medicare/Medicaid  crossover  claims,  requesting  adjustments,  voids,  and  third  party  recovery.  For 
further  information,  contact  Lawrence  J.  Kraft,  SDC  Integrated  Services,  Inc.,  P.O.  Box  5050, 
Tallahassee,  Florida  32301,  (904)  878-8621. 

Florida  Medicaid  Program  Billing  Guidelines  for  Noninstitutional  Services— This  manual  provides 
guidelines  on  how  to  file  Medicaid  claims  on  the  "Request  for  Payment  Noninstitutional-Other" 


92 


Perspectives  on  Medicaid  and  Medicare  Management 
September  1981 


claim  form  for  such  noninstitutional  services  as  rural  health  and  home  health  services,  hearing 
aids  and  visual  services,  family  planning,  and  portable  x-ray  services.  For  further  information,  con- 
tact Lawrence  J.  Kraft,  SDC  Integrated  Services,  Inc.,  P.O.  Box  5050,  Tallahassee,  Florida  32301, 
(904)  878-8621. 

Hawaii  Annual  State  Evaluation  Report  on  the  Medicaid  Program,  1980— A  report  by  the  Region  IX 
Health  Care  Financing  Administration  (HCFA)  Office  of  their  review  of  the  Hawaii  Medicaid  pro- 
gram. This  report  gives  Federal  criteria  of  the  core  areas  of  the  Medicaid  program  reviewed,  and  the 
results  of  Hawaii  State  performance  in  meeting  these  criteria.  Core  areas  reviewed  by  HCFA  in- 
cluded claims  processing,  third  party  liability,  eligibility  determinations,  institutional  and  noninsti- 
tutional reimbursement,  financial  management,  administration  and  management,  service  delivery, 
utilization  control,  fraud  and  abuse,  abortion,  sterilization,  and  family  planning.  For  further  infor- 
mation, contact  Henry  Tyson,  Health  Care  Financing  Administration,  Division  of  Program  Opera- 
tions, 20th  Floor,  100  Van  Ness  Avenue,  San  Francisco,  California  94102,  (415)  556-6560. 

Maryland  Insurance  Recovery  System  Procedures  Manual,  January  2, 1980— This  manual  provides 
a  description  of  Maryland's  insurance  recovery  system  that  is  aimed  at  maximizing  the  State's 
recovery  of  medical  assistance  funds  from  third  party  liability  sources.  Procedures  cover  field 
reporting  of  insurance  information,  validation  and  claims  processing,  hospital  collections,  and 
cash  control.  For  further  information,  contact  Sharon  L.  Libershal,  Insurance  Recovery  Section, 
Medical  Assistance  Compliance  Administration,  P.O.  Box  13045,  Baltimore,  Maryland  21203, 
(301)  383-7894. 

Nebraska  Medicaid  Dental  Services  Handbook,  November  1979— This  handbook  was  prepared  to 
assist  providers  of  dental  care  and  treatment  to  Medicaid  recipients.  It  provides  information  on  the 
State's  Medicaid  dental  care  guidelines  and  policies,  procedure  codes  and  fee  schedules,  and  in- 
structions for  completion  of  forms  for  reimbursement.  For  further  information,  contact  Penny 
Beave,  Department  of  Public  Welfare,  Division  of  Medical  Services,  P.O.  Box  95026,  Lincoln, 
Nebraska  68509,  (402)  471-3121. 

New  Jersey  Curriculum  for  Ancillary  Personnel  in  Long  Term  Care  Facilities,  October  1981— This 
curriculum  for  nurses  aides  is  designed  to  assist  instructors  in  planning  and  conducting  an  educa- 
tional program  at  the  secondary  and  adult  levels  that  meets  the  requirement  for  nurses  aide  cer- 
tification. The  curriculum  covers  the  role  of  ancillary  nursing  personnel,  and  the  psychosocial, 
physical,  and  environmental  needs  of  long  term  care  patients.  For  further  information,  contact 
Martha  Posci,  Division  of  Vocational  Education  and  Career  Preparation,  225  W.  State  Street,  Tren- 
ton, New  Jersey  08625,  (609)  292-5850. 

New  Jersey  Medical  Day  Care  Manual,  February  1980— This  manual  provides  information  about  the 
New  Jersey  medical  day  care  program,  including  required  services,  program  participation,  staff 
requirements,  prior  authorization,  participant  review  and  evaluation,  and  billing  procedures.  For 
further  information,  contact  Carol  H.  Kurland,  Department  of  Human  Services,  Division  of  Medical 
Assistance  and  Health  Services,  Bureau  of  Social  Care  Programs,  CN  712,  324  E.  State  Street, 
Trenton,  New  Jersey  08625,  (609)  292-1940. 

New  York  MMIS  Provider  Manual:  Inpatient  Hospital,  June  1978— This  manual  provides  informa- 
tion and  guidelines  to  providers  of  medical  care  on  New  York  State  Medicaid  program  billing  pro- 
cedures, policy,  and  requirements.  Subjects  covered  include:  recipient  eligibility;  inpatient 
hospital  care;  alternate  care  placement  guidelines;  utilization  review;  free  choice  of  a  staff  physi- 
cian; recordkeeping  requirements;  and  the  basis  of  payment  policy.  For  further  information,  contact 
Bernard  Noonan,  New  York  Department  of  Social  Services,  P.O.  Box  1935,  Albany,  New  York  12201, 
(518)  474-0489. 
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New  York  Medical  Assistance  Core  Curriculum,  August  1980— This  curriculum  material  is  a  self- 
instructional  package  designed  for  training  use  by  newly  hired  medical  assistance  (MA)  eligibility 
workers.  Unit  1  provides  the  new  MA  worker  with  an  introduction  to  the  Medicaid  program;  Unit  2  in- 
troduces MA  program  rules  and  regulations;  Unit  3  explains  the  use  of  the  MA  eligibility  desk 
reference  guide;  Unit  4  contains  information  to  help  determine  the  Federal  or  State  program 
category  to  which  a  client  belongs— such  as,  SSI,  AFDC  or  home  relief;  Unit  5  describes  the 
budgeting  process  used  in  determining  client  eligibility  through  the  income  and  resource  process; 
Unit  6  helps  the  MA  worker  develop  skills  in  preparing  for  and  conducting  an  eligibility  interview; 
Unit  7  is  organized  to  give  some  basic  information  about  the  when,  where,  what,  and  how  of  refer- 
rals; Unit  8  helps  the  MA  worker  develop  skills  to  work  with  ill  and  elderly  clients,  and  the  different 
kinds  of  medical  facilities  and  support  services  available  for  these  clients  in  most  communities; 
Unit  9  orients  the  MA  worker  to  the  work  process  by  focusing  on  medical  assistance  from  the 
client's  point  of  view,  and  describes  events  and  activities  that  could  occur  in  the  course  of  a  work 
day.  This  training  package  also  includes  a  supervisor's  coaching  guide  containing  an  overview  of 
the  entire  curriculum  module  to  assist  supervisors  in  answering  questions  that  may  arise.  For 
further  information  about  these  materials,  contact  Robert  T.  Watkins,  New  York  State  Department 
of  Social  Services,  Office  of  Human  Resource  Development,  40  North  Pearl  Street,  12-D,  Albany, 
New  York  12243,  (518)  473-3915. 

Region  X  Medicaid  Report  on  Program  Statistics  for  Fiscal  Years  1978,  1979  and  1980— These 
reports  provide  a  summary  of  the  Medicaid  program  statistics  for  the  four  States  in  Region  X— 
Alaska,  Idaho,  Oregon,  and  Washington.  Statistical  data  cover  the  average  number  of  recipients  by 
category  and  percentage,  amount  of  medical  assistance  payments,  distribution  of  payments,  ex- 
penditure for  institutional  care,  screening  of  EPSDT  recipients,  sterilization  and  family  planning, 
and  provider  participation.  For  further  information,  contact  Robert  L.  Tanna,  Health  Care  Financing 
Administration,  Division  of  Program  Operations,  State  and  Contractor  Operation  Branch,  MS  705, 
1321  Second  Avenue,  Seattle,  Washington  98101,  (206)  442-0543. 

Utah  Medical  Assistance  '80:  Report  of  Medical  Assistance  and  County  Indigent  Statistics,  FY 
1979-80— This  report  contains  information  about  fiscal  year  1980  Utah  Statewide  Medicaid  ser- 
vices, recipients.  St  also  covers  expenditures,  and  county  medically  indigent  programs  and  long 
term  care  facility  expenditures.  For  further  information,  contact  Leonard  Rustad,  Division  of  Policy 
and  Planning,  Suite  440,  150  West  North  Temple,  Salt  Lake  City,  Utah  84110,  (801)  533-6821. 
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STATE  MEDICAID  DIRECTORS' 
MID-YEAR  CONFERENCE 


State  Practices  in  Title  XIX  Program  Management 


Summary  Report 


December  2-3,  1980 


(EDITOR'S  NOTE:  Severe  budget  limitations  preclude  publishing  a  separate  report  of  this  con- 
ference. We  have  summarized  all  of  the  plenary  sessions  and  included  two  full  presentations.) 
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SUMMARIZED  AGENDA 

State  Practices  in  Title  XIX  Program  Management 
December  2-3,  1980 

PLENARY  SESSIONS 


Welcome 

Doris  Soderberg,  former  Director 
Medicaid/Medicare  Management  Institute,  HCFA 

Paul  R.  Willging,  Ph.D.,  Acting  Director 
Bureau  of  Program  Operations,  HCFA 
(now  HCFA's  Deputy  Administrator) 


Conference  Objectives 

Paul  M.  Allen,  Director 

Medical  Services  Administration,  Michigan 

Keynote  Address 

Paul  R.  Willging,  Ph.D.— Moderator 

Howard  N.  Newman,  (former)  Administrator,  HCFA 


REIMBURSEMENT 

Sharon  Marcum— Moderator 
Director,  Office  of  Medical  Services 
Arkansas 

Alternative  Hospital  Reimbursement  A  Model  for  Controlling  Pharmacy  Cost 

Pennie  Bjornstad,  Chief  Thomas  Beach,  Supervisor 

Bureau  of  Benefit  Payments  Audit  Unit,  Medical  Assistance  Services 

Idaho  Delaware 

Pharmacy  Reimbursement 

Thomas  Russo,  Director 

Division  of  Medical  Assistance  and  Health  Services 
New  Jersey 


PROGRAM  VALIDATION 

Stephen  H.  Press— Moderator 
Director,  Medical  Care  Administration 
Connecticut 


Provider  Review  Sanctions  Unit 

Mary  McTernan,  Director 
Provider  Review  and  Sanctions 
Department  of  Public  Welfare 
Massachusetts 

State  Agency  Fraud  Unit  Procedures 

Emmett  Johnson,  Chief  Investigative  Officer 

State  Agency  Fraud  Unit 

Georgia 


State  Title  XIX  Agency  and  Fraud  Unit 
Coordination 

Philip  P.  Natcharian,  Director 
Bureau  of  Fraud  and  Abuse 
Department  of  Public  Welfare 
New  York 

Lock-In  of  Physician  and/or  Pharmacy  Services 

Tom  Gaylord,  Director 
Health  Care  Program  Division 
Minnesota 


ELIGIBILITY 

Pennie  Bjornstad— Moderator 
Chief,  Bureau  of  Benefit  Payments 
Idaho 


Wage  Reporting  System 

James  A.  Durkin,  Director 

Office  of  Audit  and  Quality  Control 

New  York 


Computerized  Control  of  Eligibility 
Redeterminations 

G.  Warren  Peterson,  Director 

Systems  Division,  Bureau  of  Income  Maintenance 

Minnesota 
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Excess  Resources  Impacting  Nursing  Home 
Patients 

A.  J.  Watson,  Chief 

Eligibility  Policy  Information  Branch, 

Medi-Cal  Program 
California 


COST  CONTAINMENT 

Stephen  H.  Press— Moderator 
Director,  Medical  Care  Administration 
Connecticut 


Implementing  Cost  Containment  Measures  A  Model  for  Cost  Containment 

Robert  F.  Smith,  Assistant  Administrator  Clifton  Cole,  Chief  Deputy  Director 

Medicaid  Medi-Cal  Program 

State  Department  of  Public  Welfare  California 
Indiana 


Title  XIX  Cost  Containment 

Paul  M.  Allen,  Director 
Medical  Services  Administration 
Michigan 


CONFERENCE  HIGHLIGHTS 

Paul  M.  Allen— Moderator 

Earl  M.  Collier,  Jr. 
(former)  Deputy  Administrator 
HCFA 


Note:  The  many  fine  workshop  sessions  of  the  confer- 
ence are  not  included  in  this  agenda  or  reviewed 
in  the  Conference  Summary. 


Perspectives  on  Medicaid  and  Medicare  Management 
September  1981 


97 


STATE  MEDICAID  DIRECTORS'  MID-YEAR  CONFERENCE 


CONFERENCE  SUMMARY 


The  Health  Care  Financing  Administration  in  conjunction  with  the  State  Medicaid  Directors' 
Association  (SMDA)  sponsored  the  third  State  Medicaid  Directors'  Mid-Year  Conference, 
December  2-3,  1980,  in  San  Antonio,  Texas.  The  205  conference  attendees  represented  37  States, 
the  District  of  Columbia,  Puerto  Rico,  and  the  Virgin  Islands;  9  HCFA  regional  offices;  the 
Baltimore  and  Washington  HHS/HCFA  offices;  and  55  private  sector  firms.  The  meeting  theme, 
"State  Practices  in  Title  XIX  Program  Management,"  was  developed  by  the  SMDA,  working  through 
the  State  Medicaid  Group. 

Welcoming  conference  participants,  Doris  Soderberg,  (then)  Director  of  HCFA's  Medicaid/Medi- 
care  Management  Institute,  stated  that  "the  conference  purpose  is  to  improve  State  Title  XIX 
program  administration  through  sharing  of  State  experiences  concerning  problems,  issues,  oppor- 
tunities, methodologies,  solutions,  resolutions,  and  frustrations."  Describing  conference  objec- 
tives, Paul  Allen,  Chairman  of  SMDA  and  Director  of  Michigan's  Medical  Services  Administration, 
expressed  belief  that  the  conference  would  "achieve  a  cross-fertilization  and  understanding  of  the 
various  aspects  of  Medicaid  administration  and  work  toward  the  objective  of  providing  a  better 
managed  program." 

Dr.  Paul  Willging,  now  HCFA's  Deputy  Administrator,  found  "almost  a  milestone  reflected  by  this 
conference"  since  the  sessions  were  specifically  planned  to  encourage  "States  talking  to  States; 
the  people  who've  had  the  problems,  and  subsequently  sorted  out  those  problems,  are  much  more 
adept  at  being  able  to  provide  meaningful  assistance  to  their  colleagues  in  other  States."  Unlike 
prior  Medicaid  conferences,  all  workshops  and  plenary  sessions,  except  opening  and  closing  ses- 
sions, were  presented  exclusively  by  State  participants. 

Keynoting  the  conference,  the  (then)  Administrator  of  HCFA,  Howard  N.  Newman,  identified  the 
realities  facing  Medicaid  program  administrators:  "One  of  the  realities  is  recognition  that  health  is, 
to  a  substantial  degree,  not  purchasable. .  . .  The  second  hard  reality  is  the  relatively  simplistic  at- 
tribution of  the  fault  (i.e.,  problems  in  the  health  care  system)  at  the  foot  of  government,  which 
seems  to  me  to  be  erroneous,  misleading,  and  not  helpful  in  ultimately  solving  problems. . . .  The 
last  hard  reality  ...  is  the  fact  that  we  are  obviously  reaching  the  outer  limits  of  what  we  can  afford 
to  spend  for  health  services  in  this  country." 

Reimbursement:  Idaho,  New  Jersey  and  Delaware 

The  first  conference  panel  discussed  Medicaid  Reimbursement.  Panel  moderator  Sharon  Marcum, 
then  Director  of  Arkansas'  Office  of  Medical  Services,  recognized  the  increased  importance  of  reim- 
bursement innovations  after  listening  "to  all  of  the  very  sobering  remarks  about  the  state  of  the 
Medicaid  program  across  the  country."  She  also  observed  that  "we  can  all  identify  with  (financial 
concerns)  in  these  times  of  escalating  costs  and  resources  that  are  more  and  more  limited." 

Panelist  Pennie  Bjornstad,  Chief  of  Idaho's  Bureau  of  Benefit  Payments,  described  an  Alternative 
Hospital  Reimbursement  process,  initiated  with  fiscal  year  1980.  "The  hospital  can  be  paid  either 
the  amount  they  would  be  paid  under  Medicare  (reimbursement  principles)  or . . .  the  Title  XIX  cost 
limit,"  whichever  is  less.  Presenting  detailed  steps  for  determining  the  Medicaid  cost  limit,  Ms. 
Bjornstad  concluded  that,  while  the  extent  of  savings  is  still  unknown  (projected  to  be  at  least 
$600,000),  "at  least  we  won't  (spend)  more  than  we  used  to  and,  hopefully,  we'll  end  up  spending 
less." 


98 


Perspectives  on  Medicaid  and  Medicare  Management 
September  1981 


Medicaid  Pharmacy  Reimbursement  was  discussed  by  Thomas  Russo,  Director  of  New  Jersey's 
Division  of  Medical  Assistance  and  Health  Services.  "We  firmly  believe  that  cost  containment 
measures  should  reflect,  as  closely  as  possible,  practical  factors  as  they  exist  in  the  real  market- 
place." The  New  Jersey  Medicaid  agency  established  a  regressive  discount  formula  based  on  aver- 
age wholesale  price  (AWP),  permitting  the  State  to  take  advantage  of  discounts  received  by  phar- 
macy providers  billing  the  State  $25,000  or  more  a  year.  "The  regressive  discount  approach,  in  our 
opinion,  offers  the  advantage  of  equity  to  providers  and  the  State  alike,  and  is  an  incentive  to  the 
provider  to  become  a  prudent  buyer,  operating  within  the  realities  of  a  free  enterprise 
marketplace." 

A  Model  for  Controlling  Pharmacy  Cost  was  outlined  by  panelist  Thomas  Beach,  Audit  Unit  Super- 
visor of  Delaware's  Medical  Assistance  Services.  "In  Delaware,  we  believe  that  the  actual  acquisi- 
tion cost  (AAC)  reimbursement  for  pharmacies  can  result  in  significant  savings  to  the  Medicaid 
program. . . .  We  acknowledge  that  AAC  is,  at  least  initially,  much  more  difficult  to  administer  than 
average  wholesale  price  (AWP),  but  long  term,  we  believe  the  total  program  costs  are  significantly 
lower  and  worth  the  added  effort." 


Program  Validation:  Massachusetts,  New  York,  Georgia  and  Minnesota 

Stephen  H.  Press,  Director  of  Connecticut's  Medical  Care  Administration  and  Chairman  of  SMDA's 
Program  Integrity  Committee,  served  as  moderator  for  the  Program  Validation  plenary  panel.  He 
commented  that  "in  the  past  and  in  the  present,  (some)  have  indicated  that  all  one  needs  to  do  to 
cut  back  spending  in  the  Medicaid  program  is  cut  back  the  amount  of  fraud  in  that  program.  I 
think  . . .  that  is  a  pipe  dream." 

Panelist  Mary  McTernan,  Director  of  Massachusetts'  Provider  Review  and  Sanctions  Unit,  described 
"a  few  things  we've  done  ...  to  control  fraud  and  abuse  and  a  few  things  we  wish  we  had  done." 
Realistically,  she  commented  that  "you  really  don't  want  to  identify  overpayments  if  you're  not  go- 
ing to  be  able  to  collect  them. ..."  Ms.  McTernan  offered  practical  suggestions  for  successfully 
developing  a  Medicaid  integrity  program.  "We  developed  a  handbook  for  hearings  officers  and  we 
think  it  has  been  very  effective.  I've  had  a  lot  of  comments  from  our  hearings  officers,  saying 
they've  found  it  a  blessing."  She  also  stated  that  "since  I  have  an  audience  of  predominantly  State 
Medicaid  directors,  I  do  want  to  tell  you  that  the  best  support  that  you  can  give  to  my  counterparts 
and  your  managers  in  charge  of  your  program  integrity  efforts  is  a  strong  set  of  administrative 
regulations,"  and  she  provided  specific  issues  for  regulation  coverage. 

State  Title  XIX  Agency  and  Fraud  Unit  Coordination  was  presented  by  Philip  J.  Natcharian,  Director 
of  New  York's  Bureau  of  Fraud  and  Abuse.  Mr.  Natcharian  described  general  principles  to  assure 
good  cooperation  and  coordination  between  fraud  control  units  and  the  single  State  agency.  These 
principles  included:  "good  understanding  of  roles  and  responsiblities  right  up  front  and  hopefully, 
written  in  (a)  memorandum  of  understanding, . . .  (stating)  what  each  party  is  responsible  for  doing 
and  what  the  purpose  is;  good  personal  rapport  between  the  staffs;  good  work  (by  the  State  agen- 
cy) to  establish  and  to  protect  the  credibility  of  your  products;  avoid  the  battle  by  memo  . . .  nobody 
wins;  most  of  all,  assure  that  your  unit  in  the  single  State  agency  has  equal  organization  status 
(with)  the  fraud  control  unit." 

Emmett  Johnson,  Chief  Investigative  Officer  for  the  Georgia  State  Agency  Fraud  Unit,  described 
Fraud  Procedures.  "Our  goals  are  simple  and  two-fold.  We  want  to  determine  whether  or  not  the 
complaint  is  fraud  or  abuse.  If  we  determine  fraud,  then  we  want  to  document  a  criminal  case,  get  it 
prosecuted,  get  our  money  back,  and  terminate  the  provider  from  the  program." 
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Reviewing  Lock-In  of  Physician  and/or  Pharmacy  Services,  Tom  Gaylord,  Director  of  Minnesota's 
Health  Care  Program  Division,  stated:  "There  is  no  limitation  of  services  for  the  recipient  but  the 
control  (of  Medicaid  services)  is  sought  through  the  coordination  by  one  primary  physician."  An  in- 
dependent evaluation  of  the  Minnesota  lock-in  program  in  June  1980  revealed  that  expenditures  for 
locked-in  recipients  over  a  two  year  period  dropped  between  $4400  and  $5000  per  recipient,  with 
estimated  savings  from  $1.38  to  $2.77  for  every  dollar  spent  by  the  State  agency.  Rates  of  service 
were  reduced  between  35  and  47  percent.  Gaylord  concluded  that  "restriction  or  lock-in  is  a  cost  ef- 
fective program. ...  I  think  that  in  these  days  of  fiscal  constraints,  States  would  do  well  to  consider 
at  least  getting  into  a  relatively  small  restriction  program  as  a  possible  means  of  cost  containment."  j 

■ 

j 

Eligibility:  New  York,  Minnesota  and  California 

Introducing  the  panel  on  Eligibility,  moderator  Pennie  Bjornstad,  Chief  of  Idaho's  Bureau  of  Benefit 
Payments,  observed  that  "eligibility  is  awfully  important  because  that  determines  who's  actually 
going  to  get  in  and  be  able  to  use  your  services. ..."  She  also  commented  that  "as  you're  all 
aware,  in  most  programs,  earned  income  is  the  largest  culprit  in  terms  of  eligibility  errors." 

The  first  panelist,  James  A.  Durkin,  Director  of  New  York's  Office  of  Audit  and  Quality  Control,  dis- 
cussed New  York's  Wage  Reporting  System.  He  indicated  that  "the  primary  (matching)  ingredient 
to  the  whole  system  is  the  social  security  number"  but  also  revealed  that  it  is  frequently  difficult  to 
obtain.  The  New  York  agency  has  found  their  Wage  Reporting  System  has  been  cost  beneficial, 
with  a  return  of  about  four  to  one  for  each  new  segment  of  the  system  introduced.  "It's  a  relatively 
simple  system  that  requires  employers  to  report  on  a  quarterly  basis  and  there  are  sanctions  if  they 
don't  report."  The  State  tax  department  compiles  the  employee  wage  information  and  the  various 
benefit  rolls  are  used  to  match  against  the  accumulated  employee  wage  data. 

Minnesota's  G.  Warren  Peterson,  Director  of  the  Systems  Division,  Bureau  of  Income  Maintenance, 
described  Computerized  Control  of  Eligibility  Redeterminations.  A  monthly  computerized  file  is 
produced  for  counties,  listing  cases  for  redetermination  and  establishing  due  dates.  "Our  disincen- 
tive program  provides  that,  when  a  case  is  more  than  60  days  overdue,  it  becomes  100  percent 
county  liability  for  all  Medicaid  costs  incurred  during  the  period  of  ineligibility. . . . ,"  without 
Federal  or  State  financial  participation.  Peterson  indicated  that  county  liability  has  been  a  signifi- 
cant factor  in  keeping  Minnesota's  overdue  eligibility  redeterminations  at  a  low  level. 

A.  J.  Watson,  Chief  of  California's  Eligibility  Policy  Information  Branch,  discussed  Excess 
Resources  Impacting  Nursing  Home  Patients.  He  revealed  that  excess  property  is  "not  the  most 
prevalent  case  error,"  but  produces  "the  largest  dollar  errors  in  Medicaid  eligibility."  California  has 
piloted,  on  a  small  scale,  a  search  of  public  property  records  to  identify  unreported  client  property. 
While  the  search  has  involved  a  small  client  population,  they  have  found  unreported  property  in  four 
percent  of  the  cases,  which  the  State  considers  promising.  They  have  also  initiated  a  "more  inten- 
sive monitoring  of  clients'  statements  about  their  property,"  requiring  verification  documentation 
at  the  time  of  application  redetermination.  He  commented  that  "our  QC  staff  indicates  that  this 
should  be  a  cost  effective  process."  Watson  advised  that  "it's  important  to  document  the  extent 
and  cause  of . . .  errors,  before  controls  are  put  on,  and  then,  the  extent  and  cause,  after  (controls) 
are  put  on,  so  that  the  deterrent  effect  of  the  controls  can  be  substantiated. . . ,"  when  "questions 
about  whether  the  administrative  cost  really  does  pay  off." 

Cost  Containment:  Indiana,  California  and  Michigan 

Stephen  H.  Press,  moderator  of  the  Program  Validation  session,  also  chaired  the  panel  on  Cost 
Containment.  The  presentations  by  Robert  F.  Smith,  Assistant  Administrator  of  Indiana's  Medicaid 
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program,  and  Clifton  A.  Cole,  Chief  Deputy  Director  of  California's  Medi-Cal  program,  are  pre- 
sented in  full  at  the  close  of  this  conference  summary. 

Panelist  Paul  M.  Allen  discussed  Michigan's  Title  XIX  Cost  Containment  Efforts.  He  revealed  that 
Medicaid  was  seven  percent  of  Michigan's  budget  in  1970  and  a  little  over  12  percent  a  decade 
later.  Cost  containment  programs  include  a  mandatory  second  surgical  opinion,  beginning 
January  15,  1980.  "We've  noticed  that  in  the  second  and  third  quarters  (1980),  we've  had  a  46  per- 
cent drop  in  hospital  admissions  for  elective  surgical  procedures  compared  to  the  same  period  last 
year,  before  we  put  in  the  system."  Another  innovation  cited  was  equalized  fees  for  specialists  and 
generalists.  "We  do  not  pay  a  specialist  any  more  money  than  we  pay  a  generalist  for  the  same  ser- 
vice." In  addition,  he  described  service  setting:  "If  a  procedure  can  be  done  in  an  inpatient  or  an 
outpatient  setting,  and  there  are  no  extenuating  circumstances,  we  pay  less  in  the  inpatient  setting 
than  we  do  in  the  outpatient  setting  for  the  same  procedure."  He  concluded  that  "we've  tried  about 
every  initiative  imaginable.  Some  of  them  have  been  successful,  some  of  them  haven't. . . .  Based 
on  the  data  w.e  have,  it  shows  that  we've  been  very  cost  effective,  so  cost  effective  that  our  biggest 
problem  now  is  encouraging  providers  to  stay  in  the  program.  It  appears  that  we've  promised  a  ser- 
vice we  can't  deliver,  or,  perhaps,  a  service  we  can't  pay  for.  This  is  what  happens  when  revenue 
goes  down  and  services  go  up." 

Conference  Closing 


Evaluating  this  conference  and  other  meetings  of  Medicaid  program  leadership,  the  then  Deputy 
Administrator  for  HCFA,  Earl  M.  Collier,  Jr.,  observed  "that  there  is  just  no  substitute  for  requiring 
people  who  have  to  deal  with  each  other  to  sit  around  the  table  and  talk  to  each  other  and  face  up 
to  differences  and  for  confrontation."  Comparing  the  evolution  of  these  gatherings,  he  stated:  "I  do 
feel  like  these  conferences  are  succeeding  ...  in  their  more  express  purpose,  which  is  to  share  the 
wealth,  let  people  know  what's  going  on,  get  a  certain  amount  of  fermentation  with  respect  to  dif- 
ficult issues  of  implementation  of  the  complex  programs  that  we  administer." 

Paul  Allen  closed  the  session  by  commenting:  "An  objective  of  this  conference  was  to  share  best 
practices  under  Title  XIX  I  think  that's  what  happened." 

IMPLEMENTING  COST  CONTAINMENT  MEASURES 

Robert  F.  Smith 

Assistant  Administrator,  Medicaid 
State  Department  of  Public  Welfare 
Indiana 


I  am  pleased  to  have  the  opportunity  to  discuss  with  this  very  knowledgeable  group  a  few  details 
of  Indiana's  approach  to  cost  containment.  We  certainly  are  aware  of  the  necessity  for  maximizing 
cost  containment  efforts,  and  the  mutual  advantage  to  be  gained  by  sharing  our  experiences.  I  ex- 
pect to  learn  from  the  other  States  represented  here,  and  hope  that  something  I  have  to  say  will  be 
of  value  to  you.  I  don't  intend  to  speak  as  a  pioneer  in  cost  containment,  but  at  the  same  time,  we 
have  achieved  a  certain  amount  of  success  which  you  may  find  informative. 

Before  I  get  into  details,  I  believe  you  should  be  aware  of  the  history  of  our  program.  From  the 
outset,  we  have  been  plagued,  in  my  judgment,  with  insufficient  State  staff  to  achieve  the  optimum 
goals  that  we  all  seek,  and  in  that,  I  know  Indiana  is  not  unique.  We  all  share  the  same  difficulty 
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obtaining  adequate,  competent  staff  to  perform  even  the  most  essential  functions  and  tasks  for 
the  daily  operation  of  our  incredibly  complex  programs.  I  suppose  that  explains  why  we  have 
Medicaid  directors  and  administrators  to  make  decisions  relative  to  priorities  in  personnel  and 
dollar  utilization.  In  Indiana,  I  have  devoted  about  50  percent  of  my  authorized  State  personnel  to 
various  tasks  associated  with  cost  avoidance  and  cost  containment.  There  are  a  number  of 
aspects  in  those  two  broad  categories  which  you  may,  or  may  not,  agree  should  be  included.  One 
benefit  of  the  joint  State-Federal  system  is  that  we  do  have  some  measure  of  autonomy  in  deter- 
mining in  which  direction,  and  to  what  extent,  we  will  direct  our  efforts.  For  the  first  seven  years  of 
Indiana's  program,  our  primary  focus  was  on  development  and  refinement  of  the  claims  payment 
process,  culminating  in  the  installation  of  our  MMIS  in  1976.  Only  since  1977  have  we  begun  to  ade- 
quately address  the  issues  which  bring  us  together  today. 

Before  any  single  element  of  the  Indiana  Medicaid  program  can  be  discussed,  there  are  a  few 
basic  facts  which  must  be  understood  regarding  Indiana's  enabling  legislation.  Indiana  did  not 
enact  Medicaid  legislation  until  1969,  so  we  had  the  advantage  of  some  other  States'  experiences 
when  we  undertook  this  task.  This  experience  was  carefully  reviewed,  and  it  was  very  clear  at  the 
outset  that  the  Medicaid  program  was  going  to  be  costly,  certainly  more  costly  than  our  old  vendor 
payment  program  had  been.  The  next  point  which  seemed  crystal  clear  was  that  program  restric- 
tions were  very  hard  to  handle;  they  were  hard  to  sell;  they  made  administration  next  to  impossible, 
and  policing,  a  real  nightmare. 

As  work  on  the  legislation  progressed,  the  drafters  realized  the  tremendous  administrative 
demands  placed  upon  other  States  as  they  attempted  to  determine  eligibility,  certify  providers, 
establish  reimbursement  standards,  and  control  costs.  In  addition,  they  knew  that  most  States  had 
little  experience  with  claims  processing  and  other  comparable  insurance  functions.  Certainly,  this 
was  true  in  Indiana.  They  knew  that  in  our  State  there  was  virtually  no  experience,  and  no  system, 
with  which  to  handle  those  tasks.  Needless  to  say,  there  were  many  other  problems  which  surfaced 
to  trouble  the  legislation  drafters,  problems  which  had  to  be  addressed  once  the  decision  to  enter 
the  program  had  been  made.  Foremost  among  those  were  budget  considerations. 

The  budget  in  Indiana,  as  in  your  States,  is  a  very  serious  matter.  Indiana  is  a  balanced  budget 
State.  By  virtue  of  our  constitution,  the  State  can  "neither  a  lender  nor  a  borrower  be."  Before  any 
legislation  could  be  considered,  there  had  to  be  sufficient  money  in  the  general  fund  available  to 
finance  the  proposed  program.  Any  proposed  expenditure  which  will,  or  can,  exceed  the  general  fund 
reserves,  is  simply  unconstitutional.  For  this  reason,  efficiency,  economy,  and  fiscal  safeguards 
had  to  be  built  into  the  program  at  its  inception.  In  Indiana,  provisions  for  adequate  financing,  cost 
containment,  and  program  integrity  began  long  before  the  enabling  legislation  was  passed. 

As  a  result,  several  very  important  decisions  were  made  with  these  factors  in  mind.  With  a 
balanced  budget,  you  cannot  give  everything  to  everybody;  so,  the  State  restricted  medical  care 
only  to  the  categorically  eligible  needy.  Once  this  decision  was  made,  the  legislators  attempted  to 
determine  the  real  needs  of  these  citizens.  The  answer  was  clear  enough— every  health  service  any 
other  citizen  requires.  The  legislature  responded  to  this  need  by  authorizing  the  Indiana  Medicaid 
program  to  make  reimbursement  for  all  medical  services  for  which  Federal  financial  participation 
is  available,  now  more  than  20  services.  This  generous  position  was  adopted  in  1969,  and  with  the 
exception  of  excluding  payment  for  family  planning  abortions,  the  position  remains  the  State's 
statutory  policy  to  this  day. 

Our  program  is  "physician  driven."  Services  are  reimbursed  on  the  basis  of  medical  necessity.  In 
many  ways,  the  program's  broad  scope  avoids  many  of  the  administrative  difficulties  experienced 
by  States  with  extensive  program  limits.  There  are  no  problems  with  coinsurance  provisions, 
deductibles,  services  being  limited  to  children  or  the  aged  only.  The  result  is  that  both  recipients 
and  providers  can  more  easily  understand  how  the  program  works,  and  what  services  are  covered, 
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which  is  very  helpful  to  all  involved.  A  most  valuable  by-product  has  been  a  general  willingness  of 
providers,  as  groups  and  as  individuals,  to  participate  in  our  program. 

It  was  envisioned  that  the  Indiana  Medicaid  program  would  be  an  insurance  program  which 
recipients  could  use  in  the  same  manner  as  you  and  I  use  our  private  insurance.  Services  would  be 
delivered  by  the  private  sector  of  the  medical  community,  with  the  recipient  choosing  the  providers 
according  to  personal  needs  and  preferences.  The  extensive  problem  of  potential  overutilization 
and  abuse,  perhaps,  did  not  receive  adequate  attention  during  the  planning  and  development  of  the 
program.  I  believe  that  is  true  of  many  of  our  sister  States. 

Another  basic  decision  reflecting  the  conceptualization  of  Medicaid  as  an  insurance  program 
was  the  decision  to  accomplish  many  functions  through  the  use  of  a  fiscal  agent,  rather  than  by  ex- 
panding the  State  staff  or  increasing  the  number  of  State  owned  computers.  In  Indiana,  the  fiscal 
agent  contract  includes:  institutional  rate  setting;  claims  processing;  surveillance  and  utilization 
review;  medical  review;  provider  audits;  and  other  functions.  Over  the  years,  we  have  found  that  all 
of  these  tasks  require  far  more  State  personnel,  and  more  State  and  county  involvement,  than  was 
originally  expected;  however,  the  department  feels  the  contract  method  has  served  the  Indiana 
Medicaid  program  well  and  has  kept  the  State  payroll  under  control.  We  consider  fiscal  agent  con- 
tracting to  be  one  of  our  major  cost  containment  efforts,  and  have  just  selected  the  successful 
bidders  for  the  1982-1984  period. 

The  decision  to  award  a  fiscal  agent  contract  influenced  the  development  of  Indiana's  Medicaid 
program,  in  general,  and,  in  particular,  the  development  of  automated  claims  processing  and  the 
automated  statistical  and  information  generating  subsystem.  The  Indiana  Medicaid  program  has 
been  automated  since  the  beginning,  with  prepayment  parameters,  duplicate  billing  edits,  and 
eligibility  data,  including  third  party  resource  information,  audited  for  each  claim.  The  system 
underwent  a  major  advancement  when  Indiana  implemented  MMIS  in  1976  and  will  undergo  yet 
another  series  of  major  enhancements  in  1982.  The  potential  for  cost  containment  was  a  major  fac- 
tor in  deciding  which  changes  to  incorporate  in  our  next  contract.  The  use  of  a  fiscal  agent  and 
automated  systems  have  contributed  significantly  to  the  State's  ability  to  monitor  and  control  pro- 
gram costs.  The  automated  system  is  valuable,  of  course,  for  efficiency,  accuracy,  and  the  ability 
to  provide  management  information.  Another  capability  which  is  even  more  important  is  the 
system's  ability  to  communicate.  Not  only  does  the  system  tell  the  State  and  the  providers  of  ser- 
vice the  status  and/or  disposition  of  each  claim,  it  also  tells  the  recipient  how  much  was  paid  to 
whom,  and  for  what,  and  the  service  date.  Indiana's  MMIS  system  generates  a  monthly  Explanation 
of  Medicaid  Benefits  (EOMB)  for  each  recipient.  The  EOMB,  attached  to  the  Medicaid  card,  re- 
quests the  recipient  to  identify  any  benefit  irregularity  on  the  EOMB  and  return  it  to  the  State.  We 
use  100  percent  coverage,  as  opposed  to  the  optional  sampling  provided  by  Federal  regulations. 
This  constant  communication  with  every  recipient  has  proven  to  be  a  valuable  resource,  as  recip- 
ient responses  often  point  out  systems  problems,  or  may  raise  questions  concerning  potential 
fraud  and/or  abuse.  Interestingly,  many  recipient  responses  complain  about  the  high  cost  of  ser- 
vices. 

These  introductory  remarks  were  intended  to  acquaint  you  with  some  of  the  diverse  elements 
which  have  guided  the  program's  evolution.  As  you  may  have  gathered,  many  cost  containment 
measures  are  already  in  place  and  the  State  continues  its  efforts  to  perfect  the  available  tools,  and 
to  implement  additional  measures  which  demonstrate  cost  containment  potential. 

When  we  look  at  cost  containment,  two  major  categories  are  considered.  They  are,  first,  cost 
avoidance  and,  second,  cost  recovery.  We  define  cost  avoidance  as  the  prepayment  activities, 
because  the  program  funds  are  not  spent  in  the  first  place  or  because  the  amount  of  reimburse- 
ment is  limited.  As  an  essential  corollary,  cost  recovery,  or  "post  payment"  activities,  take  place 
after  payment  has  been  made.  Both  cost  avoidance  and  recovery  activities  are  handled  through  a 
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combination  of  various  automated  and  manual  techniques.  We  are  convinced  that  the  cheapest, 
most  effective  approach  to  cost  containment  is  automated  cost  avoidance.  Our  current  contract, 
and  many  of  the  proposed  changes  to  the  next  contract,  take  that  fact  into  account. 

As  one  example  of  our  automated  cost  avoidance  techniques,  I'd  like  to  mention  just  a  few  of  In- 
diana's numerous  prepayment  parameters  which  either  limit  reimbursement  or  prohibit  improper 
payment  by  identifying,  at  the  very  outset,  claims  for  manual  review. 

(1)  There  is  a  dollar  limit  on  physical  therapy  per  nursing  home  recipient,  for  each  admission. 

(2)  A  transportation  claim  is  manually  reviewed  when  a  recipient  uses  more  than  a  specified 
number  of  ambulance  services  per  month. 

(3)  Many  surgical  procedures  are  limited  to  one  per  recipient  for  life.  This  parameter  may  sound 
strange,  but  who  needs  more  than  one  appendectomy  in  a  lifetime? 

(4)  Claims  for  more  than  four  skilled  nursing  home  visits  by  a  doctor,  per  recipient,  per  month 
will  pend  for  a  medical  necessity  review. 

(5)  When  there  is  a  claim  for  more  than  one  physical  examination  per  recipient,  per  year,  the  sec- 
ond claim  will  reject  as  over  the  coverage  limit.  Claims  for  more  than  one  set  of  glasses 
issued  to  a  recipient  per  year  will  also  reject.  Each  of  these  claims  is  then  subject  to  manual 
review  for  determination  of  medical  necessity. 

As  mentioned  earlier,  some  prepayment  edits  require  that  the  claim  merely  be  reviewed  for 
medical  necessity,  while  others  will  prohibit  payment  and  reject  the  claim.  There  are  nearly  50  such 
automated  prepayment  edits.  These  edits  rejected,  or  caused  a  medical  review  of,  more  than  $160 
million  in  claims  in  FY  1980.  The  actual  cost  avoidance  amounted  to  approximately  $40  million. 

Another  set  of  very  effective  automated  cost  avoidance  edits  can  be  found  in  the  enrollment  file, 
which  contains  identifying  data  and  eligibility  information  for  every  recipient  enrolled  in  the  In- 
diana Medicaid  program.  The  enrollment  file  contains  sufficient  space  to  code  three  insurance 
policies  per  recipient.  The  Indiana  Medicaid  card  also  carries  these  three  codes,  thereby  alerting 
providers  that  there  is  additional  coverage  which  should  be  billed  before  Medicaid.  If  the  provider 
fails  to  indicate  that  the  other  insurance  coverage  was  billed,  the  claim  is  rejected.  The  Explana- 
tion of  Medicaid  Payment  for  the  rejected  claim  will  advise  the  provider  to  first  bill  the  other  in- 
surance carrier  or  government  program.  Included  in  the  third  party  liability  resource  codes  is  a  tem- 
porary code  which  indicates  that  the  recipient  sustained  injuries  as  the  result  of  an  accident.  All 
claims  are  rejected  for  other  insurance  while  the  code  is  in  place,  unless  the  provider  specifically 
indicates  that  either  the  other  insurance  will  not  pay  or  that  the  claim  is  not  accident  related.  These 
third  party  resource  edits  avoided  over  $86  million  in  costs  during  FY  1980. 

The  enrollment  file  also  includes  a  level  of  care  indicator  for  long  term  care  which  can  be  placed 
on  file  only  by  the  State.  This  ensures  that  the  State's  preadmission  review  process  is  completed 
before  payment  is  made  to  long  term  care  facilities,  and  that  only  the  proper  level  of  care  is  reim- 
bursed. Associated  with  the  level  of  care  indicator  is  a  three  line  field  for  personal  resource  contri- 
butions made  by  the  recipient  to  the  facility.  Since  the  amount  for  which  the  recipient  is  liable 
changes  frequently,  the  date  and  the  applicable  amount  are  recorded.  When  the  field  is  full,  the 
oldest  information  is  removed  so  a  new  entry  can  be  made.  Historical  information,  however,  is  re- 
tained on  microfiche,  should  it  be  needed  at  some  future  date. 

Indiana  also  participates  in  the  buy-in  and  BENDEX  programs  and  has  a  State  Data  Exchange. 
This  information  is  primarily  used  to  alert  and  verify  to  county  departments  the  amounts  of  other 
resources  to  be  applied  in  determining  appropriate  eligibility.  The  buy-in  information  is  recorded  in 
the  enrollment  file  and  is  accessed  during  claims  processing  to  assure  proper  Medicare  process- 
ing and  payment  prior  to  Medicaid  adjudication. 
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The  enrollment  file  records  whether  a  recipient  is  restricted  to  a  particular  provider  and  service(s) 
for  a  specific  period  of  time.  This  is  done  primarily  for  certain  recipients  to  prevent  drug  abuse  or 
provider  shopping,  and  prevents  both  inappropriate  services  and  unnecessary  payment.  The  iden- 
tification cards  are  generated  with  the  restricted  information  shown  on  the  reverse. 

We  have  now  discussed  two  major  files  within  the  MMIS  system  in  considering  automated  cost 
avoidance  techniques.  The  prepayment  edits  are  located  in  the  claims  payment  file,  and  the 
resource  edits  are  in  the  enrollment  file.  Since  the  prepayment  parameters  rarely  change,  they  pre- 
sent few  problems.  The  resource  information  edits  in  the  recipient  enrollment  file,  however,  change 
rapidly  for  many  of  our  individuals.  To  add  to  the  complexity  of  the  problem,  92  counties  and  a 
State  unit  must  supply  the  information  required  to  maintain  an  up-to-date  enrollment  file.  In  addi- 
tion, my  division  adds  information  regarding  level  of  care  for  nursing  home  recipients. 

To  facilitate  updating  the  enrollment  file,  the  State  installed  a  15  county  direct  data  entry  system 
which  covers  50  percent  of  the  welfare  population.  The  installation  of  the  on-line  teleprocessing 
system  has  been  one  of  the  most  exciting  developments  in  our  Medicaid  program.  In  addition  to 
speed  and  efficiency,  it  is  the  best  training  device  we  ever  gave  the  county  departments.  The  15 
counties  with  teleprocessing  terminals  get  immediate  feedback  for  each  data  entry,  plus  the 
capability  to  query  the  system  regarding  any  recipient's  enrollment  data.  One  of  our  largest  coun- 
ties, on  its  own  initiative,  researched  every  recipient's  record  and  literally  overhauled  its  entire 
enrollment  file  for  both  active  and  inactive  cases.  The  State  is  so  impressed  with  the  counties' 
ability  to  upgrade  the  integrity  of  the  enrollment  file  through  the  teleprocessing  terminals  that  we 
intend  to  provide  terminals  for  95  percent  of  the  population  in  our  1982-1984  contract.  Actually,  all 
of  the  counties  have  derived  great  benefits  from  the  teleprocessing  network.  The  smaller  counties 
which  do  not  have  their  own  terminals  handle  a  great  many  problems  by  a  phone  call  to  the  State. 
The  State  consultant  can  query  the  system,  using  terminals  in  any  office,  and  spot  a  problem  quick- 
ly. Instructions  can  be  given  to  the  county,  if  paper  transactions  are  appropriate,  or  the  State  can 
enter  emergency  transactions  on  the  spot.  When  emergency  entries  are  made,  the  counties  are  re- 
quired to  provide  written  documentation,  explaining  the  reason  for  the  request.  Each  time  a  correc- 
tion is  made,  the  potential  for  costly  error  is  reduced.  It  is  difficult  to  estimate  the  savings 
generated  from  the  teleprocessing  system.  We  do  know,  however,  that  as  the  number  of  county  ini- 
tiated updates  has  increased,  the  number  of  complaints  from  counties,  recipients,  and  providers 
has  decreased,  and  the  need  for  a  number  of  prepayment  edits  has  diminished. 

Automated  cost  avoidance  techniques  also  are  applied  to  the  provider  file.  They  may  be  used  to 
pend  payments,  to  side-track  claims  for  manual  prepayment  review,  or  to  prohibit  payment  to  pro- 
viders who  voluntarily  withdraw,  are  temporarily  suspended,  or  are  excluded  from  further  participa- 
tion. We  keep  an  ongoing,  automated  record  of  both  provider  payments  and  adjustments  to  these 
payments  against  which  all  claims  are  processed  and  all  reporting  is  done.  Payments  are  made 
against  a  full  and  updated  file  history  at  all  times. 

As  mentioned  earlier,  the  State  is  most  impressed  with  automated  cost  avoidance  techniques. 
Used  in  conjunction  with  our  payment  profile  system,  the  average  monthly  cost  avoided  by  their 
use  is  in  excess  of  $10  million,  or  approximately  25  percent  of  the  amount  billed  to  the  program 
each  month.  The  State  also  uses  manual  cost  avoidance  techniques  in  the  management  of  the  pro- 
gram. Prior  approval  is  required  for  items  of  durable  medical  equipment,  certain  surgeries,  certain 
dental  benefits,  and  non-emergency,  out-of-State  care. 

I  already  mentioned  the  State's  preadmission  review  for  long  term  care  when  discussing  the 
enrollment  file  and  I  believe  it  deserves  a  more  detailed  description.  Our  preadmission  review  is  a 
complex  program  which  requires  statements  from  both  the  county  welfare  department  and  the  at- 
tending physician.  All  documents  are  reviewed  in  my  office  by  medical  personnel  who  apply  the 
State's  level  of  care  criteria  in  determining  the  proper  reimbursement  level.  The  review  determines 
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whether  reimbursement  will  be  made  for  skilled  care,  intermediate  care,  inpatient  psychiatric  care, 
or  care  in  one  of  the  various  ICF/MR  settings.  Approximately  $250,000  in  inappropriate  costs  were 
avoided  during  FY  1980. 

Another  example  of  a  manual  cost  avoidance  effort  is  prepayment  review  for  medical  necessity. 
Indiana  makes  extensive  use  of  a  system  to  review  selected  provider's  claims  for  medical  necessity. 
Such  a  prepayment  review  is  initiated  when  information  available  through  SUR,  investigation,  or 
audit  determines  that  a  provider  may  be  submitting  unnecessary  claims.  A  provider  placed  on  pre- 
payment review  for  medical  necessity  has  all  claims  reviewed  by  medical  personnel  to  determine  if 
the  diagnosis  corresponds  to  the  service  provided,  and  whether  the  service  provided  meets  the 
criteria  of  medical  necessity.  In  FY  1980,  nearly  half  a  million  dollars  in  costs  were  avoided  as  a 
result  of  reviewing  selected  claims  for  medical  necessity. 

We  do  not  consider  the  savings  data  an  accurate  reflection  of  the  efficiency  of  these  programs, 
as  we  believe  they  also  have  a  significant  deterrent  effect  which  cannot  be  measured.  In  addition 
to  avoiding  costs,  these  techniques  provide  a  vehicle  for  constant  communication  with  the  pro- 
vider and  the  county  welfare  departments.  Twenty  investigators,  auditors,  and  medical  personnel 
are  in  the  field  checking  alleged  irregularities.  The  ability  to  communicate  is  seen  as  a  positive 
public  relations  endeavor  and  as  an  opportunity  to  continue  the  State's  educational  efforts  with 
both  the  provider  community  and  the  county  departments.  Because  the  need  for  communication  is 
vital  to  all  involved  in  the  program,  the  State  recently  has  rewritten  the  county  enrollment  manual 
and  all  of  the  provider  manuals.  Also,  we  recently  published  an  accounting  manual  for  nursing 
home  operators  which  we  believe  will  be  of  great  value  to  Indiana's  nursing  homes,  and  will  stan- 
dardize their  reporting  procedures,  thus  easing  our  audit  task. 

The  State  has  a  separate  contract  for  the  full  scope  audits  required  by  Federal  regulations.  The 
contractor  is  required  to  audit  one-third  of  Indiana's  long  term  care  facilities  each  year.  The  find- 
ings are,  of  course,  useful  in  identifying  potential  fraud  as  well  as  in  rate-setting  determinations, 
which  again  helps  the  State's  cost  avoidance  efforts.  Full  scope  audits,  like  all  others,  occasionally 
require  additional  investigation.  When  this  occurs,  followup  activity  may  be  handled  by  the  State, 
the  fiscal  agent,  or  both,  depending  upon  the  nature  of  the  case. 

There  are  many  other  manual  cost  containment  methods  which  are  utilized  in  Indiana.  We  have 
always  provided  reimbursement  for  second,  and  even  third,  medical  opinions.  We  also  maintain  a 
nine  percent  annual  ceiling  on  nursing  home  rate  increases.  The  State,  through  the  fiscal  agent, 
has  signed  Memorandums  of  Understanding  with  the  various  PSROs  who  conduct  onsite  medical 
reviews  and  independent  professional  reviews  in  nursing  homes.  We  believe  the  onsite  reviews, 
when  combined  with  the  preadmission  reviews,  give  Indiana  a  firm  control  on  level  of  care. 

As  part  of  the  onsite  medical  review  and  independent  professional  review,  and  commencing 
with  the  1982  Medicaid  contract  in  Indiana,  the  automated  system  will  produce  a  report  of  therapy 
utilization  for  each  long  term  care  facility.  The  reviewers  will  use  this  report  to  check  therapy  ser- 
vices while  performing  the  review  in  the  facility.  The  report  will  summarize  overall  facility  billings 
for  the  year  to  date  and  attending  physician  billings  and  therapists'  billings  for  services  through 
that  facility  for  recipients.  We  feel  that  therapy  services  are  some  of  the  most  difficult  services  to 
monitor  in  a  long  term  care  setting  and  should  be  subjected  to  some  scrutiny,  particularly  for 
maintenance  therapies. 

This  list,  of  course,  is  not  all  inclusive.  I  have  not  mentioned  the  State's  new  drug  reimbursement 
methodology  or  a  current  contract  with  Purdue  University  to  study  prescribing  patterns  for  nursing 
home  recipients  to  determine  an  equitable  pharmacy  dispensing  fee.  While  these  topics  may  be 
interesting,  the  State's  endeavors  in  these  areas  are  relatively  new.  Since  there  is  no  concrete  cost 
avoidance  information  available,  I  will  defer  comment  on  these  very  promising  program 
developments. 
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There  are,  of  course,  a  number  of  manual  recovery  or  postpayment  activities  which  are  vital  to 
the  integrity  of  the  program.  Indiana  maintains  an  extensive,  comprehensive  audit  program.  Each 
year  the  fiscal  agent  completes  desk  reviews  of  the  top  600  providers.  The  providers  are  identified 
by  the  automated  SUR  system,  and  the  review  includes  analysis  of  all  applicable  SUR  reports,  plus 
a  review  of  randomly  selected  claims  for  each  of  the  600  providers.  The  current  fiscal  agent  con- 
tract requires  that  all  categories  of  service  be  included  in  the  600  desk  reviews;  therefore,  a  selec- 
tion from  each  provider  group  is  reviewed. 

The  fiscal  agent  also  is  required  to  perform  180  randomly  selected  onsite  pharmacy  audits. 
These,  combined  with  600  desk  reviews  and  140  nursing  home  full  scope  audits,  allow  the  State  to 
keep  very  good  control  of  the  providers.  The  SUR  system  also  produces  exception  reports  on  recipi- 
ent utilization  and  the  fiscal  agent  is  required  to  perform  100  recipient  desk  reviews  each  year.  In 
FY  1980,  the  fiscal  contractor  audit  program  identified  about  one  million  dollars  in  overpayments. 

The  fiscal  agent's  contractual  audit  obligation  requires  four  man  years,  and  any  time  not  con- 
sumed in  the  mandated  activities  is  available  for  further  indepth  audit  or  investigation.  The  State 
and  the  fiscal  agent  work  together  in  regularly  established  priority  meetings  to  determine  how  this 
additional  capability  will  be  used.  The  State  maintains  a  force  of  seven  auditors  and  twelve  investi- 
gators, plus  a  research  unit  of  six  staff  members,  to  follow  up  on  problems  brought  to  the  State's 
attention  as  a  result  of  the  desk  reviews,  audit,  or  through  other  means.  The  State  recovered  more 
than  a  half  million  dollars  during  1980  as  a  direct  result  of  State  audit  activities.  Of  course,  monies 
are  not  always  collected  in  the  year  that  they  are  identified.  The  State  expects  the  total  recoveries 
to  continually  increase  as  the  result  of  resolving  lengthy  cases  already  under  development. 

In  Indiana,  we  have  become  increasingly  aware  of  the  potential  uses  of  the  SUR  subsystem.  Its 
complexity  requires  considerable  effort  to  properly  understand  the  diverse  uses  of  the  system,  and 
we  have  been  devoting  more  personnel  to  analysis  of  the  SUR  reports.  We  have  found  that  the  SUR 
parameters  must  be  continually  evaluated  and  refined  to  ensure  that  the  reports  are  of  maximum 
benefit.  We  have  taken  the  initiative  to  make  the  SUR  subsystem  more  useable  and  effective 
through  requirements  outlined  in  our  contract  for  1982-1984.  We  believe  in  the  SUR  and  believe  we 
have  only  begun  to  tap  the  potential  of  the  system.  We  use  it  in  a  variety  of  ways  to  develop  better 
utilization  management  of  both  providers  and  recipients.  It  can  be  used  not  only  to  identify  poten- 
tial fraud  and/or  abuse,  but  also  to  educate  providers  and  to  identify  necessary  policy  changes. 

Recently,  we  added  a  doctor  and  a  registered  nurse  to  the  Program  Integrity  staff.  Charged  with 
the  responsibility  to  review  our  SUR  data,  these  medical  personnel  will  provide  an  additional 
dimension  to  the  efforts  of  our  investigative/audit  staff.  We  believe  their  expertise  will  be  in- 
valuable in  our  effort  to  properly  manage  the  utilization  of  Medicaid  services. 

Postpayment  techniques  are  also  employed  to  identify  recipients  with  unusual  utilization  pat- 
terns. When  these  recipients  are  identified,  a  field  investigation  is  done  by  my  staff.  We  frequently 
find  doctor  or  pharmacy-hopping,  drug  abuse,  or  inappropriate  use  of  hospital  emergency  rooms 
and  transportation  services.  Some  of  these  cases  are  referred  for  prosecution,  while  others  are 
handled  through  counseling  and  county  monitoring.  If  counseling  fails,  or  if  the  recipient  is  referred 
for  prosecution,  the  State  will  restrict  the  recipient's  use  of  the  Medicaid  card  to  one  doctor,  one 
pharmacy,  and  one  hospital  of  the  recipient's  choice. 

Indiana  has  one  totally  manual  postpayment  recovery  program  which  I  would  like  to  discuss.  The 
State  maintains  a  Third  Party  Liability  Unit  as  part  of  our  Program  Integrity  Section.  This  unit 
recovers  monies  from  health  insurance  carriers  when  coverage  is  discovered  after  Medicaid  reim- 
bursement has  been  made.  Additional  third  party  resources  may  be  discovered  as  the  result  of  an 
investigation,  a  quality  control  referral,  or  an  update  report  from  a  county  department.  Occasionally, 
recipients  advise  us  that  they  have  other  resources.  This  usually  occurs  when  a  recipient  finds 
Medicaid  payments  on  their'Explanation  of  Medicaid  Benefits  and  writes  back,  advising  us  that 
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Medicaid  should  not  have  paid  the  bill.  Recipient  participation  in  third  party  recovery  efforts  has 
been  most  helpful  and  this  is  one  of  the  major  reasons  we  elected  to  retain  100  percent  use  of 
EOMB. 

The  Third  Party  Liability  Unit  recovers  money  from  casualty  carriers,  or  settlements  resulting 
from  litigation  for  accident  related  medical  care.  Casualty  cases  often  come  to  the  State's  atten- 
tion through  what  we  refer  to  as  the  High  Value  Claim  Program.  Starting  in  1978,  the  fiscal  agent 
was  asked  to  forward  copies  of  all  claims  for  $10,000  or  more  to  the  Medicaid  Division.  We  investi- 
gate every  claim  thoroughly  to  determine  if  other  third  party  resources  are  available.  This  program 
has  been  so  successful  that  late  in  1978  the  dollar  amount  was  lowered  from  $10,000  to  $7,500.  The 
only  reason  I  haven't  yet  further  lowered  the  amount,  and  increased  the  number  of  claims  reviewed, 
is  lack  of  personnel  to  do  the  checking.  I'm  looking  at  ways  to  correct  that  problem.  As  might  be  ex- 
pected, many  of  these  high  value  claims  involve  accidents  with  subsequent  litigation.  Many  take 
years  to  reach  resolution,  so  we  don't  anticipate  being  able  to  measure  the  real  payoff  until  1981  or 
later.  We  are  sure,  however,  that  the  more  rapidly  these  cases  are  identified,  the  better  the  chances 
for  recovery.  Although  the  Third  Party  Liability  Unit  is  relatively  new,  it  recovered  or  caused  to  be 
recovered  more  than  three-quarters  of  a  million  dollars  in  FY  80.  In  1982,  effective  with  our  new 
Medicaid  contract,  the  claims  system  will  produce  a  regular  report  identifying  potential  third  party 
liability  recoupment  as  a  result  of  accident  occurrence.  This  will  be  used  to  identify  potentially 
high  dollar  recoupment,  and  will  be  based  on  accident-related  trauma  codes. 

An  additional  $325,000  was  recovered  in  1980  from  other  sources.  This  includes  more  than 
$150,000  from  institutions  and  individual  providers  who,  for  one  reason  or  another,  had  lost  their 
license  or  JCAH  accreditation.  Another  $175,000  was  retrieved  from  miscellaneous  audits  and  in- 
vestigations, including  some  refunds  actually  handed  to  our  field  investigators  on  the  spot.  These 
are  monies  handed  to  reluctant  investigators  by  providers  or  recipients  who  preferred  handing  it 
over  rather  than  mailing  it  to  the  appropriate  State  department.  This  money  is  best  categorized  as 
an  inadvertent  recovery  and  these  recoveries  seem  to  be  on  the  rise.  Not  all  such  recoveries  are 
gathered  in  the  field,  however.  Sometimes  providers  discover  errors  and  refund  money  indepen- 
dently. Some  recipients  send  unsolicited  refunds  to  the  program  and,  on  other  occasions,  insurance 
companies  pay  the  program,  instead  of  the  provider,  when  they  receive  claims  for  known  Medicaid 
recipients. 

The  Third  Party  Liability  Unit  also  is  involved  in  an  effort  to  maximize  the  application  of  Medicare 
funds.  The  staff  is  currently  checking  the  BENDEX  file  against  the  enrollment  file  to  identify  recip- 
ients who  are  entitled  to  Medicare  benefits,  but  do  not  have  this  resource  coded  or  have  not  been 
"bought  in."  Counties  are  notified  by  letter  when  these  recipients  are  identified,  and  the  State  staff 
monitors  the  enrollment  file  until  it  is  properly  updated. 

Our  department  sought  and  received  permission  to  bill  Medicare  for  Medicaid  paid  claims  which 
should  have  been,  but  were  not,  billed  through  Medicare.  When  the  staff  identifies  a  recipient 
whose  enrollment  file  was  not  properly  coded  for  Medicare,  we  then  research  the  claims  history  file 
to  identify  inappropriately  paid  claims.  Hard  copies  of  the  claims  are  provided  by  the  fiscal  agent, 
and  the  State  then  completes  and  submits  the  Medicare  claim  form.  This  effort  is  so  new  that  the 
State  has  not  had  the  opportunity  to  evaluate  it.  While  data  collection  is  only  partially  completed, 
we  have  identified  more  than  $30,000  in  claims  for  one  county  alone  for  the  year  of  1980.  If  Medi- 
care accepts  liability  for  the  majority  of  these  claims,  as  they  have  stated  they  will,  we  believe  this 
effort  will  prove  cost  effective  and  add  considerably  to  the  State's  recoveries. 

The  Medicaid  claims/MARS  system  generates  a  provider  category  summary  each  month,  which 
is  used  to  chart  changes  in  expenditures  in  all  areas  of  service.  Any  areas  experiencing  sudden  or 
unexpected  fluctuations  are  targeted  for  more  extensive  analysis  and  potential  policy  changes. 
Under  our  new  Medicaid  contract  for  1982,  this  report  will  be  expanded  to  show  unduplicated  recip- 
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ient  participation  in  each  category  of  service  and  per  diem  payments  by  institutional  facility  types, 
and  will  bring  all  these  monthly  totals  into  year-to-date  totals  for  each  service  category. 

The  Indiana  Legislature,  faced  with  an  incredible  increase  in  the  budgetary  request  for  Medicaid 
in  the  1982-83  biennium,  has  begun  to  look  much  more  closely  at  our  program.  They  have  asked 
that  we  identify  those  options  we  may  consider  viable  in  reducing  expenditures.  The  Indiana 
Medicaid  budget  may  not  be  significant  in  comparison  to  some  larger  States  but,  as  I  explained 
earlier,  we  must  maintain  a  balanced  budget. 

We  are  currently  studying  a  proposal  to  significantly  expand  our  prior  approval  program,  through 
promulgated  regulations,  and  to  enact  a  copayment  system.  We  expect  to  be  mandated  to  take  ac- 
tion in  both  of  these  areas.  The  prior  approval  program  was,  in  fact,  designed  in  1977,  and  regula- 
tions were  written,  but,  because  fiscal  restraints  were  not  receiving  their  current  priority,  they  were 
never  approved.  Now,  with  a  Medicaid  budget  of  $600  million  projected  for  FY  1983,  the  Indiana 
Legislature  is  taking  a  much  deeper,  more  critical,  look  at  methods  to  reduce  our  projected  expen- 
ditures. 

In  summary,  I  believe  that  Indiana's  cost  containment  efforts  are  comprehensive,  responsive  to 
Federal  directives,  and  are  an  essential  productive  part  of  the  Medicaid  program.  As  a  result  of 
these  efforts,  we  look  forward  to  enhanced  management,  continued  viability  of  the  program  in  an 
era  of  austerity,  and  increased  critical  and  intense  review  by  legislators  and  the  general  public. 

A  MODEL  FOR  COST  CONTAINMENT 

Clifton  Cole 

Chief  Deputy  Director 
Medi-Cal  Program 
California 


When  I  accepted  the  invitation  to  address  this  meeting,  I  had  little  indication  that  our  national 
political  environment  would  be  undergoing  such  a  dramatic  change  in  leadership.  I  wanted  to 
share  with  you  the  fundamental  principles  upon  which  the  California  cost  containment  strategies 
are  based.  While  the  election  has  not  altered  my  thinking  on  these  issues,  it  has  definitely  caused 
me  to  seriously  reflect  upon  what  the  opportunities  and  changes  will  be  in  the  context  of  a 
Republican  administration.  Not  only  will  there  be  a  new  President  and  his  administration,  but 
Congress  has  also  significantly  changed.  As  you  know,  the  Senate  is  now  constituted  with  a 
majority  of  Republicans  and  many  more  Republicans  have  been  elected  to  the  House. 

While  I  do  not  regard  Republicans  as  the  enemy— or  even  as  adversaries— I  do  believe  we  will  all 
be  rehearing  and  revisiting  some  approaches  generally  favored  by  Republicans,  such  as  closing 
the  current  open-ended  appropriation,  limiting  the  rate  of  growth,  converting  to  block  grants, 
requiring  copayment,  perhaps  eliminating  beneficiary  freedom  of  choice  of  provider,  and, 
definitely,  reducing  government  regulations  to  encourage  less  government  and  more  private 
industry. 

I  cannot  emphasize  too  strongly  how  critical  alternatives  are  in  the  face  of  a  closed  appropria- 
tion or  block  grants.  In  that  context,  States  must  demand  the  flexibility  to  use  all  available  tools  to 
assure  efficient  expenditure  of  very  limited  dollars.  The  absolute  key  is  for  States  to  have  the 
flexibility  to  meet  the  individual  circumstances  of  its  own  State,  and  within  regions  within  the 
State.  If  the  States  do  not  have  this  flexibility  to  become  prudent  buyers  of  services,  to  use  organized 
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health  systems  more  extensively,  or  to  find  new  ways  to  shift  costs,  we  will  be  forced  to  the  more 
tragic  recourse  of  reducing  needed  services  and  preventing  the  poor  from  having  access  to  ade- 
quate care,  even  more  than  we  have  already  done. 

The  major  problem  with  the  current  system  is  twofold:  the  manner  in  which  the  health  care  system 
operates  and  the  manner  in  which  government  has  chosen  to  implement  the  Medicaid  program. 

Professor  Alain  Enthoven  of  Stanford  University  has  said:  "The  main  cause  of  unnecessary  and 
unjustified  increase  in  costs  is  the  complex  of  perverse  incentives  inherent  in  our  dominant  financ- 
ing system  for  health  care:  fee-for-service  for  the  doctor,  cost  reimbursement  for  the  hospital,  and 
third  party  insurance  to  protect  consumers,  with  premiums  usually  paid  entirely  or  largely  by 
employers  or  government.  This  system  rewards  providers  of  care  with  more  revenue  for  giving  more 
and  more  costly  care,  whether  or  not  more  is  necessary  or  beneficial  to  the  patient.  It  leaves 
insured  consumers  with  little  or  no  incentive  or  delivery  plan."  (Enthoven,  A.C.:  "Health  Care  Costs: 
Why  Regulation  Fails,  Why  Competition  Works,  How  to  Get  There  from  Here,"  National  Journal, 
May  6,  1979.) 

The  fundamental  problem  of  eligibility  restrictions— which  do  indeed  represent  a  very  powerful 
method  of  containing  costs— is  that  they  reduce  cost  to  the  Medicaid  program  simply  by  ignoring 
need  in  the  indigent  population,  and  shift  the  burden  of  meeting  that  need  to  either  local 
government,  private  charity,  or  the  individual.  Although  it  is  possible  that  some  eligibility  criteria  in 
some  State  Medicaid  programs  have  been  too  generous,  in  general,  restricting  eligibility  runs 
contrary  to  the  very  mission  of  Medicaid,  which  is  to  assure  that  lack  of  personal  financial 
resources  does  not  inhibit  access  to  necessary  health  care. 

Restricting  the  scope  of  benefits  presents  the  same  dilemma.  Some  Medicaid  programs,  for 
example,  presently  will  pay  for  only  21  days  of  acute  hospital  care  per  year.  This  means,  of  course, 
that  individuals  in  a  catastrophic  medical  episode— the  ones  who  most  need  the  help  that  Medic- 
aid was  intended  to  supply— become  the  burden  of  either  local  government  or  private  sector 
charity.  Another  problem  with  the  strategy  of  containing  costs  by  restricting  benefits  is  that  it  may 
simply  cause  a  shift  to  higher  cost  methods  of  treatment.  The  classic  example  is  outpatient  phar- 
maceutical services  which,  in  terms  of  Federal  regulations,  are  optional.  Eliminating  drugs  from 
Medicaid  coverage,  however,  would  almost  certainly  lead  to  a  significant  increase  in  hospital 
admissions.  This  would  be  partly  due  to  attempts  to  obtain  needed  drugs,  and  partly  the  result  of 
medical  complications  that  can  be  avoided  with  proper  outpatient  drug  therapy. 

Constraining  provider  payment  rates  has  not  proven  to  be  an  effective  cost  containment 
mechanism.  In  the  first  place,  in  most  Medicaid  programs,  about  60  percent  of  the  health  care 
dollars  are  being  paid  for  hospital  inpatient  services  or  nursing  home  care  for  which  reimburse- 
ment must,  by  Federal  regulation,  be  related  to  actual  cost.  For  these  provider  types,  the  general 
rule  is  that  as  costs  go  up,  reimbursement  goes  up.  States  can  be— and  have  been— much  more 
arbitrary  about  payment  rates  to  pharmacists  and  physicians,  but  here  again,  the  payment  of  low 
rates  can  have  the  same  effect  as  restricting  benefits.  That  is,  providers  refuse,  in  increasing 
numbers,  to  participate  in  the  program,  causing  a  shift  to  more  expensive  settings  as  the  source  of 
health  care  services.  As  physicians  drop  out,  for  example,  hospital  emergency  rooms  become  the 
source  of  primary  care,  where  the  cost  may  be  three  or  four  times  that  of  equivalent  services 
received  in  a  physician's  office. 

It  is  in  the  area  of  administrative  control  measures  that  States  have  been  most  creative  with  their 
cost  containment  efforts.  It  is  common,  now,  to  have  elaborate  computer  systems  for  processing 
claims  from  providers,  so  that  each  claim  is  subjected  to  literally  hundreds  of  edits  to  assure  that 
the  service  was  appropriately  rendered.  In  addition  to  the  detailed  questioning  of  individual  claims 
by  these  automated  surveillance  and  utilization  review  systems,  the  computer  programs  retrospec- 
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tively  examine  the  entire  Medicaid  practice  of  providers  over  the  preceding  year  or  15  months. 
Detection  of  abnormal  practice  patterns  by  this  computer  system  will  cause  the  provider  to  be  ex- 
amined more  closely  for  possible  fraud  and  abuse,  often  through  an  audit  of  his  or  her  medical 
records. 

In  addition  to  these  automated  control  measures,  many  States  require  prior  authorization  for  ex- 
pensive services.  In  California,  for  example,  it  has  been  the  practice  since  1970  to  require  prior 
authorization  by  a  physician,  employed  by  the  State,  for  all  nonemergency  hospitalizations  and  for 
emergency  hospitalizations  beyond  three  days.  Some  States  have  investigators  posing  as  Medic- 
aid beneficiaries  in  order  to  obtain  direct  experience  with  the  manner  of  practice  of  physicians  and 
other  providers. 

In  short,  the  States,  in  attempts  to  control  the  escalating  costs  of  Medicaid,  have,  over  the  years, 
developed  extensive  procedures  for  second-guessing  the  professional  judgment  of  physicians  and 
for  probing  the  fiscal  and  medical  records  of  physicians,  hospitals,  and  other  providers.  These  in- 
vasive techniques,  together  with  generally  low  payment  levels,  drive  physicians  out  of  the  program, 
reduce  beneficiary  access  to  physician  care,  and  as  we  have  already  noted,  force  beneficiaries  into 
use  of  hospital  emergency  rooms— usually  in  city  or  county  hospitals,  which  cannot  turn  them 
away.  The  physicians  who  do  remain  in  the  program  tend  to  be  those  who  have  learned  to  beat  the 
system,  including  those  who  operate  "Medicaid  mills."  The  result  is  that  quality  suffers,  costs  con- 
tinue to  increase,  and  the  States,  in  turn,  respond  by  inventing  new  ways  of  intervening  in  the 
health  care  process. 

To  summarize,  we  are  convinced  that  the  Medicaid  program  that  we  have  all  come  to  know  and 
some  of  us  love,  is  the  direct  result  of  an  unfortunate  marriage  of  two  concepts:  the  "credit  card" 
concept,  which  gives  unlimited  purchasing  power  to  the  poor,  and  the  fee-for-service  concept, 
which  is  a  cost  plus  system,  preferred  by  the  health  care  industry.  With  this  combination,  attempts 
to  contain  costs  produce  more  frustration  than  they  do  savings.  The  provider  community  and  the 
government  administrators  engage  in  endless  iterations  of  trying  to  beat  each  other's  system,  and 
it  is  the  program's  beneficiaries  who  really  suffer  from  it  all,  as  more  and  more  providers  opt  out  of 
the  game. 

How  do  we  find  our  way  out  of  this  dilemma?  I  certainly  do  not  have  a  complete  strategy,  but  I 
believe  we  must  start  by  turning  around  the  two  underlying  problems  I  have  just  described.  First, 
we  must  realize  that  the  "credit  card"  philosophy  of  financing  health  care  for  the  poor  is  not  a  prac- 
tical interpretation  of  the  concept  of  mainstream  medicine.  We  have  estimated,  in  the  California 
program,  that  if  we  were  to  remove  all  utilization  controls  from  Medi-Cal,  and  if  we  paid  usual  and 
customary  fees,  the  cost  of  the  program  would  be  at  least  25  percent  higher  than  it  is  now.  For  our 
program,  that  25  percent  represents  one  billion  dollars  per  year,  which  clearly  is  not  possible  in  to- 
day's era  of  taxpayer  revolt. 

We  must,  instead,  see  the  mission  of  Medicaid  as  providing  health  care  services  to  those  who 
cannot  afford  to  pay  for  those  services,  and  we  must  understand  that  delivery  systems  and  reim- 
bursement methods  are  means  to  that  end,  not  ends  in  themselves.  We  must  measure  the  effec- 
tiveness of  Medicaid  programs  in  terms  of  their  actual  ability  to  resolve  or  prevent  health  problems 
among  the  poor,  not  in  terms  of  their  compliance  with  some  philosophical  principle.  We  would  all 
prefer,  as  a  social  value,  to  permit  all  members  of  our  society  to  have  complete  freedom  of  choice 
of  providers  of  health  care,  but  we  cannot  allow  naive  application  of  that  principle  to  bankrupt  our 
Medicaid  programs. 

What,  then,  are  our  reasonable  alternatives  in  operating  the  Medicaid  program?  We  suggest  the 
following  as  eight  alternatives  which  complement  one  another,  depending  on  the  individual  State 
conditions: 
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1.  Contracting  with  Organized  Health  Systems 

We  believe  the  most  direct  way  to  bring  the  positive  elements  of  organized  health  delivery  into 
the  Medi-Cal  program  is  to  contract  with  those  entities  that  meet  our  definition  of  an  organized 
health  system.  This  was  the  rationale  behind  our  prepaid  health  plan  program  in  which  we 
have  prepaid  capitation  contracts  with  HMOs  and  HMO-like  organizations.  We  have  already 
had  the  experience  of  contracting  successfully  with  HMOs  for  care  under  the  Medi-Cal  pro- 
gram. We  know  for  a  fact  that  HMOs  can  deliver  good  quality  care  at  costs  ranging  from  10  to 
15  percent  less  than  fee-for-service.  So  far,  this  has  been  our  most  successful  cost  control 
effort. 

We  also  believe  we  are  already  far  behind  in  this  effort.  Among  the  general  public  in  California 
today,  exclusive  of  Medicaid  beneficiaries,  more  than  20  percent  of  the  population  has 
elected  to  receive  care  through  organized  health  systems,  such  as  Kaiser  and  Ross-Loos, 
which  deliver  good  quality  health  care  at  a  cost  significantly  less  than  fee-for-service.  At  pres- 
ent, we  have  only  four  percent  of  our  Medi-Cal  beneficiaries  enrolled  in  our  prepaid  health 
plans.  We  need  to  be  taking  better  advantage  of  the  private  sector's  success  in  efficient 
health  care  delivery. 

We  are  hoping  to  be  able  to  contract  with  other  organizations,  similar  to  HMOs,  which  may 
not  necessarily  follow  the  Federal  HMO  model  and  may  include  payment  arrangements  other 
than  full-risk  capitation. 

2.  Contracting  with  County  Health  Systems 

In  California,  as  in  the  majority  of  States,  counties  have  always  legally  been  the  "providers  of 
last  resort"  for  Medi-Cal  beneficiaries  who  could  find  no  other  providers  to  treat  them,  and  for 
other  indigents  who  do  not  meet  Medi-Cal  eligibility  criteria.  Our  larger  California  counties 
have  health  systems  which  involve  both  inpatient  and  outpatient  services  and  a  large  portion 
of  the  Medi-Cal  dollar  goes  to  support  care  delivered  through  these  systems.  However,  Medic- 
aid reimbursement  discriminates  against  outpatient  services,  even  though  this  setting  is 
demonstrably  more  effective  and  less  costly  than  the  inpatient  setting.  Therefore,  a  hospital 
will  be  better  off  financially  if  it  provides  a  relatively  smaller  ratio  of  outpatient  visits  to  inpa- 
tient admissions  which  are  reimbursed  by  all  third  party  payors  at  rates  closer  to  the  full  cost 
of  providing  the  services.  Since  public  hospitals  provide  a  disproportionate  number  of  out- 
patient visits,  they  are  penalized  by  these  rules. 

County  systems  in  the  past  have  not  been  treated  any  differently  than  other  private  providers, 
for  the  most  part,  with  no  recognition  paid  to  the  fact  that  the  State  is  the  county's  partner  in  a 
common  social  mission.  County  operated  health  systems  can  be  viewed  as  a  mechanism 
through  which  the  Medi-Cal  program  directly  provides  services  to  beneficiaries.  We  intend  to 
contract,  at  minimum,  with  county  health  facilities  on  a  prospective  budget  or  similar  all- 
inclusive  basis,  so  both  the  State  and  the  county  can  avoid  the  administrative  costs  of  claims 
processing. 

3.  Contracting  with  Providers 

In  addition  to  contracting  with  organized  delivery  systems  and  with  counties,  we  would  like  to 
develop  contracts  with  high  volume  Medi-Cal  providers.  Currently,  we  have  a  limited  number 
of  providers  in  the  program  who  have  high  volume  Medi-Cal  practices  and  provide  the  bulk  of 
the  care  to  our  beneficiaries.  We  want  to  write  contracts  with  these  providers  which  will  be 
characterized  by  prospective  determination  of  payment  levels,  all-inclusive  rates,  and  some 
degree  of  risk  assumption  by  the  providers.  The  objective  is  to  use  this  contracting  relation- 
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ship  to  make  such  providers  part  of  an  organized  health  care  system,  with  other  elements  of 
the  system  provided  by  the  department,  either  directly  or  through  other  contracts.  We  could, 
for  instance,  prepay  primary  care  providers  for  primary  care  services  and  offer  a  risk-sharing 
arrangement  related  to  the  costs  of  secondary  and  tertiary  care  which  would  be  authorized  by 
the  primary  care  physician. 

Such  arrangements  would  not  necessarily  be  restricted  to  high  volume  providers.  Private  in- 
dustry, for  example,  the  SAFECO  Company,  has  developed  an  approach  with  similar 
elements.  Primary  care  physicians  are  paid  on  a  capitation  basis  for  the  services  they  render. 
The  professional  role  of  these  contracting  physicians  is  enhanced,  not  diminished,  because 
they  must  authorize  all  services  to  their  patients  that  are  obtained  from  other  sources.  This  ar- 
rangement appears  to  yield  the  same  degree  of  control  over  unnecessary  hospitalizations  as 
has  been  found  with  the  more  highly  structured  Health  Maintenance  Organizations. 

A  key  element  of  this  alternative  is  the  limitation  of  the  number  of  hospitals  participating  in 
the  program,  through  special  time-limited  provider  agreements.  Right  now,  in  the  Medi-Cal 
program,  less  than  30  hospitals  of  some  600  in  the  State  provide  nearly  50  percent  of  the  care 
to  Medicaid  recipients.  We  want  to  be  able  to  contract  with  certain  hospitals  that  meet  our 
criteria  on  a  prospective  or  other  reimbursement  basis.  Or,  if  we  must  reimburse  hospitals  on 
a  reasonable  cost  basis,  for  example,  we  seek  the  authority  to  exclude  from  our  Medicaid  pro- 
grams those  hospitals  that  are  inefficient  or  even  those  hospitals  that  represent  redundant 
capacity,  not  actually  needed  by  the  Medicaid  population. 

We  also  seek  to  bring  the  high  volume  Medicaid  providers— hospitals,  clinics,  physician 
groups, and  even  individual  physicians— under  contracts  that  specify  their  obligation  to  serve 
Medicaid  beneficiaries,  and  that  provide  reimbursement  incentives  for  efficiency.  In  general, 
State  Medicaid  agencies  should  be  attempting  to  emulate  the  "independent  practitioner 
association"  model  of  organized  systems,  where  the  organizational  structure  is  created 
through  a  network  of  contractual  relationships,  covering  only  those  providers  that  are  actually 
needed  to  serve  the  target  population. As  you  are  all  aware,  California  has  been  solidly 
supporting  Federal  legislation  that  would  provide  States  this  type  of  authority.  The  Senate 
version  of  the  Budget  Reconciliation  Bill  (Section  662)  gives  States  the  option  to  amend  their 
State  plans,  subject  to  approval  by  the  Department  of  Health  and  Human  Services,  to  permit 
more  flexible  purchasing  arrangements  with  hospitals  and  other  institutional  providers  of  ser- 
vices. Despite  our  very  best  efforts,  it  may  not  pass,  primarily  because  of  the  very  sensitive 
Freedom  of  Choice  issue.  Indeed,  as  a  consequence  of  the  controversy  surrounding  this 
issue,  a  national  dialogue  has  developed. 

Selective  contracting  with  providers,  by  definition,  means  that  not  all  licensed  providers  will  be  par- 
ticipating in  Medicaid.  This  has  earned  the  total  opposition  of  the  AHA  and  the  AHB.  It  is  my  judg- 
ment that  Medicaid  programs  can  no  longer  afford  the  philosophical  luxury  of  unlimited  freedom  of 
choice.  Unlimited  freedom  of  choice,  in  fact,  does  not  exist,  by  virtue  of  provider  decision  not  to 
participate  in  Medicaid.  We  should  acknowledge  this  reality  and  move  toward  a  system  where 
there  are  multiple  choices  with  guaranteed  access,  instead  of  unlimited  choices  with  no  guarantee 
to  access. 

4.  Developing  Volume  Purchase  Arrangements 

I  needn't  tell  you  that  good  management  for  any  large  scale  business,  and  that  includes  an 
organized  health  system,  dictates  taking  advantage  of  the  economies  of  scale.  Under  this 
alternative,  Medicaid  would  use  its  purchasing  power  to  reduce  the  cost  of  "inputs"— 
products  and  services  required  by  health  care  professionals.  We  have,  thus  far,  conceived  two 
elements  under  this  initiative— volume  purchases  of  pharmaceuticals,  and  contracts  with 
laboratories,  on  a  regional  basis,  for  exclusive  purchase  of  nonemergency  laboratory  services. 
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5.  Improving  Fee-For-Service  Cost  Controls 


I  mentioned  earlier  that  we  don't  believe  the  fee-for-service  system  is  the  "best"  for  Medicaid, 
but  that  it  will  probably  always  be  an  important  part  of  our  program,  in  one  way  or  another.  We 
intend  to  make  improvements  in  the  fee-for-service  system,  focusing  on  the  quality  of  those 
services  and  determining  ways  to  control  their  costs. 

We  have  finally  been  successful  in  limiting  increases  in  hospital  costs  paid  by  the  State  to  ten 
percent.  When  Governor  Brown  first  introduced  this  limitation  in  1975,  the  California  Hospital 
Association  challenged  this  action  and  was  successful  in  the  Federal  District  Court. 
However,  the  Court  of  Appeals,  acting  on  the  appeal  which  the  governor  personally  argued, 
ruled  in  the  State's  favor. 

The  California  Department  of  Health  Services  has  since  amended  the  California  State  Medi- 
Cal  plan  to  reflect  a  hospital  cost  control  system.  The  plan  has  been  approved  by  the  Federal 
government  and  State  implementing  regulations  became  effective  July  1,  1980. 

The  plan  limits  hospital  reimbursements  under  Medi-Cal,  using  factors  which  are  developed 
for  increases  in  three  areas:  cost  of  living,  volume  (including  fixed  costs),  and  intensity  (ways 
in  which  hospitals  upgrade  services,  i.e.,  tests,  equipment,  bed  upgrades).  Limits  are  estab- 
lished in  each  area.  Allowable  costs  under  Medi-Cal  become  a  function  of  the  acceptable  in- 
creases in  each  area,  in  relationship  to  total  numbers  of  Medi-Cal  discharges.  Cost  savings 
are  predicted  to  occur,  principally  in  the  area  of  intensity,  and  are  estimated  in  the  range  of 
$28  million  per  year. 

6.  Improving  Medi-Cal  Management  Methods 

This  alternative  addresses  internal  improvement  of  program  management  functions  that  cut 
across  the  lines  of  the  first  five  alternatives.  For  instance,  we  need  to  improve  the  capability 
of  our  management  information  system  and,  as  we  move  away  from  our  traditional  fee-for- 
service  approach,  it  will  be  even  more  important  to  define  the  data  requirements.  Measures  of 
program  need,  resource  expenditure  measures,  and  program  evaluation  techniques  should 
determine  the  impact  of  all  the  various  structural  changes  in  the  program. 

We  also  feel  responsible,  as  managers  of  the  program,  to  inform  those  people  who  use  ser- 
vices of  their  options  under  the  new  program.  We  propose  that  some  funds  be  directed  to 
educate  them  as  to  the  value  of  the  preventive  health  services  and  the  choice  of  organized 
and  unorganized  health  care  systems  available.  On  this  latter  item,  California  is  implementing 
a  new  State  law  which  requires  that  Medi-Cal  beneficiaries  be  given,  at  the  time  of  eligibility 
determination,  an  informed  choice  of  Medi-Cal  fee-for-service  or  enrolling  in  whatever  HMOs 
or  PHPs  are  available.  This  is  a  direct  result  of  a  pilot  project  with  almost  8,000  beneficiaries 
in  which  16  percent  chose  a  prepaid  health  plan  or  HMO  over  fee-for-service  when  presented 
with  an  informed  choice  at  the  time  of  eligibility  determination. 

7.  Encouraging  Self-Help  and  Preventive  Medicine 

Medi-Cal  spends  millions  of  dollars  on  care  for  illness  which  could  be  significantly  reduced 
by  improving  the  health  and  self-reliance  of  its  recipients. 

As  it  now  stands,  Federal  statutes  and  regulations  require  that  Federally  mandated  benefits 
and  services  provided  under  a  State  plan  cannot  be  reduced  or  limited  on  the  basis  of 
diagnosis,  condition,  or  disease.  Provisions  of  the  Social  Security  Act  essentially  require  that 
medical  assistance  afforded  to  individuals  shall  not  be  less  in  amount,  duration,  or  scope 
than  that  available  to  any  other  individual. 
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There  are  a  number  of  services  which  would  be  very  cost  effective  if  provided  only  to  in- 
dividuals with  certain  medical  conditions,  but  which  would  not  be  cost  effective  and  would 
lead  only  to  increased  utilization  if  made  available  to  the  Medicaid  population  as  a  whole, 
regardless  of  condition.  Examples  of  these  include  personal  care  services  for  the  severely 
handicapped,  and  health  education  and  nutritional  counseling  for  persons  with  such  condi- 
tions as  diabetes,  chronic  obstructive  pulmonary  disease,  severe  hypertension,  heart  disease, 
or  other  chronic  diseases.  In  these  examples,  it  is  not  always  possible  to  properly  target  the 
provision  of  these  services  through  the  test  of  "medical  necessity"  alone,  nor  is  it  always 
possible  to  redefine  the  service  in  such  a  way  that  it  automatically  includes  only  persons  with 
given  conditions  (e.g.,  "diabetes  counseling"  as  a  service  category  rather  than  the  individual 
components  of  dietician,  NMP,  physician  and  lab  tests,  etc.,  which  might  comprise  the  service). 

Federal  statutory  changes  are  therefore  required  to  permit  States  to  limit  specific  modalities 
of  treatment  within  generic  categories  of  service  based  on  condition,  diagnosis,  or  disease,  in 
accordance  with  the  principles  of  efficient  management  of  the  Medicaid  program  and  ac- 
cepted standards  of  community  practice. 

8.  Improving  Access  to  Health  Care  Through  Changing  Insurance  Laws 

If  States  could  change  the  insurance  laws  to  require  extended  health  coverage  forlaid-off 
workers  for  some  reasonable  period  of  time,  it  would  significantly  delay  and  even  avoid 
reliance  on  the  Medicaid  program.  Unfortunately,  this  is  not  presently  a  viable  alternative 
because  of  ERISA,  the  Employee  Retirement  Income  Security  Act.  This  was  enacted  in  1974 
with  the  aim  of  protecting  employee  interests  in  benefit  plans.  Because  Section  514  of  ERISA 
preempts  State  regulation  of  employer  benefit  plans,  it  has  effectively  created  a  moratorium 
of  indefinite  length  on  the  passage  of  health  insurance  laws.  The  workers  whom  ERISA  was 
intended  to  protect  are  being  denied  the  benefits  which  innovative,  responsible  State  regula- 
tion could  guarantee.  ERISA  significantly  impairs  the  efforts  of  many  States  to  ensure  that 
their  citizens  have  low  cost,  comprehensive  health  insurance,  that  their  employers  offer  ade- 
quate benefits  plans  to  workers,  and  that  their  employers'  self-funded  health  and  welfare 
benefit  plans  adhere  to  sound  organizational  and  fiduciary  standards  in  the  operation  of  such 
plans. 

Section  514  of  ERISA  stifles  the  creative  and  innovative  health  programs  which  States  are 
undertaking.  Many  States,  notably  Hawaii,  Minnesota,  New  York,  Oregon,  and  Wisconsin 
have  had  their  days,  weeks,  and  months  in  court  attempting  to  demonstrate,  without  much 
success,  that  they  had  overriding  interests  and  concerns  in  improving  access  to  health  care. 
It  is  time  for  Congress  to  examine  Section  514  of  ERISA  against  its  own  lack  of  progress 
toward  a  national  health  program.  Perhaps,  as  U.S.  District  Court  Justice  Renfrew  noted  in  the 
ruling  against  Hawaii's  prepaid  health  care  act,  Congress  should  heed  the  admonition  that 
Justice  Brandeis  addressed  to  the  Federal  courts: 

"To  stay  experimentation  in  things  social  and  economic  is  a  grave  responsibility.  Denial 
of  the  right  to  experiment  may  be  fraught  with  serious  consequences  to  the  nation.  It  is 
one  of  the  happy  incidents  of  the  Federal  system  that  a  single  courageous  State  may,  if 
its  citizens  choose,  serve  as  a  laboratory,  and  try  novel  social  and  economic  experiments 
without  risk  to  the  rest  of  the  country." 

I  strongly  suggest  to  you  that  taxpayer  alarm  over  our  burgeoning  Medicaid  programs  should 
signal  the  "go-ahead"  for  the  States  to  develop  innovative,  low  cost  mechanisms  for  assuring 
that  all  citizens  in  the  State  have  access  to  a  minimum  standard  level  of  health  benefits, 
regardless  of  the  carrier  or  sponsor  of  their  health  plan. 
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In  conclusion,  these  are  the  alternatives  which  we  see  as  providing  States  the  flexibility  to 
operate  a  Medicaid  program  in  an  era  of  cost  containment.  We,  in  California,  introduced  this  type 
of  package  two  years  ago.  It  was  defeated  because  of  the  powerful  lobbying  efforts  of  the  industry. 
We  have  supported  the  Federal  legislation  to  permit  States  to  selectively  contract  with  hospitals 
and  other  institutional  providers.  By  all  reports,  the  industry  has  been  equally  successful,  on  the 
national  level,  as  this  will  probably  not  pass,  although  there  is  still  some  slim  hope  as  the  con- 
ferees have  yet  to  conclude  their  deliberation  on  this  issue. 

But  we  really  cannot  give  up.  We  must  use  the  means  available  to  us  under  State  and  Federal 
laws  providing  for  pilot  project  authority.  We  must  continue  to  press  Congress  for  these  changes  to 
allow  us  to  move  away  from  almost  exclusive  reliance  on  the  fee-for-service,  cost-plus  system 
toward  more  extensive  use  of  organized  health  systems,  a  system  of  contracting  with  providers 
that  would  allow  State  agencies  to  emulate  the  functions  of  organized  health  systems.  This 
strategy  provides  advantages  to  both  providers  and  beneficiaries.  The  major  advantage,  from  the 
provider  perspective,  is  freedom  from  the  extensive  controls  applied  to  the  fee-for-service  system. 
From  the  beneficiary  perspective,  the  major  advantage  is  guaranteed  access  to  necessary  care. 
Unlike  fee-for-service  providers,  a  contractor  takes  on  the  legal  obligation  to  serve  beneficiaries. 
Thus,  the  benefits  of  the  proposed  restructuring  of  the  Medicaid  program  are  not  purely  financial, 
but  also  enable  us  to  meet  Medicaid's  fundamental  purposes  within  the  growing  economic  crisis 
facing  publicly  funded  programs. 
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